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REVIEW  OF  SUSTAINABLE  DEVELOPMENT  AC- 
TIVITIES IN  U.S.  FOREIGN  ASSISTANCE 
PROGRAMS 


TUESDAY,  MARCH  1,  1994 

House  of  Representatives, 
Subcommittee  on  Foreign  Agriculture  and  Hunger, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:40  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Timothy  J.  Penny 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representative  Allard. 

Staff  present:  Wilham  E.  O'Conner,  Jr.,  minority  poHcy  coordina- 
tor; Glenda  L.  Temple,  clerk;  Jane  Shey,  Anita  R.  Brown,  and  Lynn 
Gallagher. 

Mr.  Penny.  The  subcommittee  will  come  to  order. 

This  morning  our  hearing  is  on  the  relationship  between  food  as- 
sistance and  economic  development.  I  will  just  submit  my  opening 
statement  for  the  record,  then  we  will  proceed  to  the  witnesses. 

Thank  you. 

[The  prepared  statement  of  Mr.  Penny  follows:] 


(1) 


OPENING  STATEMENT  BY  CHAIRMAN  PENNY 

March  1,  1994 


I  WOULD  LIKE  TO  WELCOME  YOU  TO  OUR  FIRST 
HEARING  IN  1994.    TODAY  IS  THE  FIRST  OF  A  TWO-DAY 
HEARING  THE  SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE 
AND  HUNGER  IS  HOLDING  TO  EXAMINE  THE  ROLE  OF 
SUSTAINABLE  DEVELOPMENT  AS  IT  RELATES  TO  HUNGER 
AND  AGRICULTURAL  DEVELOPMENT  AROUND  THE  WORLD. 


AS  THE  ADMINISTRATION  CONTINUES  TO  WORK  WITH 
CONGRESS  TO  REDEFINE  THE  ROLE  OF  U.S.  FOREIGN 
ASSISTANCE  IN  THE  POST  COLD  WAR  ERA,  WE  THOUGHT  IT 
USEFUL  TO  HEAR  FROM  A  WIDE  VARIETY  OF  EXPERTS  ON 
THE  SUBJECT  AS  WELL  AS  HIGHLIGHT  SOME  CURRENT 
SUCCESSFUL  APPROACHES  TO  FOSTERING  ECONOMIC 
DEVELOPMENT  IN  COUNTRIES  RECEIVING  U.S.  FOREIGN 
ASSISTANCE. 
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WITH  EVERMORE  LIMITED  FINANCIAL  RESOURCES,  THE 
UNITED  STATES  MUST  BE  COMMITTED  TO  FUND  FOREIGN 
ASSISTANCE  ACTIVITIES  WHICH  PROMOTE  ECONOMIC 
GROWTH  IN  DEVELOPING  NATIONS  AND  OFFER  THEIR 
ENTIRE  POPULATIONS  ACCESS  TO  ECONOMIC 
OPPORTUNITIES.    U.S.  FOREIGN  ASSISTANCE  PROGRAMS 
SHOULD  NOT  ONLY  BE  COST  EFFECTIVE,  BUT  SHOULD  ALSO 
REACH  THE  GREATEST  NUMBER  OF  PEOPLE,  THEREBY 
PROVIDING  THE  HIGHEST  DEGREE  OF  IMPACT. 


IT  IS  THROUGH  SUSTAINED  ECONOMIC  GROWTH  THAT 
DEVELOPING  NATIONS  AND  THEIR  POPULATIONS  CAN  BREAK 
THE  CYCLE  OF  POVERTY.    WHEN  DEVELOPING  NATIONS 
GRADUATE  FROM  FOREIGN  ASSISTANCE,  THEY  HAVE 
INCREASED  ABILITY  TO  BECOME  PAYING  CUSTOMERS  FOR 
AMERICAN  GOODS  AND  SERVICES.    FOREIGN  ASSISTANCE  IS 
THEREFORE  AN  INVESTMENT  THE  UNITED  STATES  SHOULD 


NOT  TREAT  LIGHTLY. 

TODAY  AND  TOMORROW,  WE  WILL  HAVE  THE 
OPPORTUNITY  TO  HEAR  FROM  MANY  DISTINGUISHED 
EXPERTS  IN  THE  FIELD  OF  SUSTAINABLE  DEVELOPMENT  AND 

HUNGER. 

I  WOULD  LIKE  TO  OFFER  THANKS  IN  ADVANCE  TO  THE 
PANELISTS  AND  OTHERS  PRESENT  FOR  YOUR  INTEREST  AND 
COMMITMENT  TO  THIS  IMPORTANT  SUBJECT. 


Mr.  Penny.  We  have  a  distinguished  series  of  panelists.  The  first 
are  already  at  the  table,  and  we  welcome  them:  Dr.  Per  Pinstrup- 
Andersen,  director  general,  International  Food  Policy  Research  In- 
stitute, here  in  Washington;  Dr.  Norman  Borlaug,  former  general 
director.  International  Maize  and  Wheat  Improvement  Center;  and 
Mr.  Tom  Sheehy,  policy  analyst  in  African  and  Third  World  Affairs, 
with  the  Heritage  Foundation. 

We'll  start  with  Dr.  Pinstrup-Andersen  and  proceed  in  the  order 
in  which  the  panelists  were  introduced. 

Welcome,  Dr.  Andersen. 

STATEMENT  OF  PER  PINSTRUP-ANDERSEN,  DIRECTOR  GEN- 
ERAL, INTERNATIONAL  FOOD  POLICY  RESEARCH  INSTITUTE 

Mr.  Pinstrup-Andersen.  Thank  you  very  much,  Mr.  Chairman. 
It  is  indeed  a  pleasure  to  have  the  opportunity  to  address  the  sub- 
committee today  on  a  matter  of  such  great  importance,  not  only  to 
the  many  poor  people  of  the  developing  countries,  but  to  all  of  us. 
More  than  700  million  people  do  not  have  access;  to  enough  food  to 
lead  a  healthy  and  productive  life.  Close  to  200  million  preschool 
children  are  seriously  malnourished,  and  possibly  in  excess  of  10 
million  of  these  preschool  children  die  annually.  The  problem  is 
particularly  severe  and  increasing  in  sub-Saharan  Africa  and  South 
Asia. 

Mr.  Chairman,  that  so  many  people  suffer  from  food  insecurity 
and  malnutrition  is  not  only  a  disgrace  to  humanity,  it's  an  enor- 
mous loss  of  productivity  and  productive  capacity,  a  capacity  that 
could  be  put  to  use  to  promote  economic  growth  in  developing  coun- 
tries. Because  developing  countries  offer  the  most  promising  mar- 
ket for  future  U.S.  exports,  economic  growth  in  these  countries 
would  also  increase  emplojrment  in  the  United  States — a  point  that 
is  frequently  left  out  of  the  debate  regarding  foreign  assistance. 

The  persistence  of  food  insecurity  is  closely  related  to  extensive 
poverty,  excessive  population  growth,  and  environmental  degrada- 
tion. Contrary  to  what  one  might  expect,  contrary  to  what  one  fre- 
quently hears,  the  degradation  of  natural  resources  currently  tak- 
ing place  at  alarming  rates  in  many  developing  countries  is  pri- 
marily a  result  of  poor  people's  efforts  to  survive.  The  main  reason 
why  the  environment  of  low-income  developing  countries  is  suffer- 
ing is  not  economic  growth  and  agricultural  intensification,  it  is 
lack  of  economic  growth  and  lack  of  agricultural  intensification. 

Fortunately,  therefore,  we  don't  have  to  choose  between  protect- 
ing the  environment  and  feeding  the  people.  The  two  can  go  hand 
in  hand.  Sustainable  economic  growth  can  result  from  efforts  to 
eradicate  poverty  and  food  insecurity.  Developing  appropriate  tech- 
nology that  would  permit  agriculture  to  flourish  without  land  deg- 
radation and  deforestation  is  not  only  possible,  it  is  essential. 

The  point  is  that  it  will  happen  only  if  we  choose  to  invest  in  it. 
It  is  not  going  to  happen  by  itself.  Financial  and  technical  support 
from  the  United  States  is  critical  to  assist  low-income  developing 
countries  in  their  efforts  to  promote  sustainable  economic  growth. 
I,  therefore,  applaud  AJD's  new  focus  on  sustainable  development, 
but  I  am  extremely  concerned,  Mr.  Chairman,  about  the  dwindling 
support  in  the  United  States  for  development  assistance.  This  is  a 
time  when  assistance  to  developing  countries  should  be  rapidly  ac- 


celerated  to  capitalize  on  the  breathing  space  that  we  have  been 
given  by  the  reduced  East-West  tension. 

Unless  the  magnitude  of  human  misery  in  low-income  developing 
countries  is  drastically  reduced,  we  are  likely  to  be  faced  with  rap- 
idly increasing  world  instability  which  may  be  considerably  more 
risky  than  the  previous  cold  war.  People  with  nothing  to  lose  ex- 
cept their  own  lives  and  those  of  their  children  are  likely  to  take 
drastic  action,  and  such  action  will  not  be  limited  to  degradation 
of  natural  resources.  The  instability  that  we  are  likely  to  be  faced 
with  if  we  don't  take  appropriate  action  will  be  accelerated  at  many 
levels,  including  the  international  one. 

Mr.  Chairman,  in  my  written  testimony,  I  have  delineated  a 
number  of  things  that  the  United  States  can  do  to  alleviate  food 
insecurity.  I  have  focused  on  those  measures  that  I  believe  will  pro- 
vide sustainable  solutions.  They  include  support  for  labor-intensive 
public  works  programs  in  rural  areas,  they  include  support  for 
credit  programs  targeted  on  the  food  insecurity,  and  they  include 
food  transfer  schemes  of  various  kinds. 

These  targeted  interventions  can  be  very  effective;  however,  I  am 
also  proposing  that  the  United  States  provide  assistance  to  a  range 
of  broader,  nontargeted  policies  and  programs.  These  include  as- 
sistance to  strengthen  rural  infrastructure  in  low-income  develop- 
ing countries.  They  include  assistance  to  primary  health  care,  pri- 
mary education,  family  planning,  and  access  to  clean  drinking 
water. 

I  am  also  proposing  that  the  United  States  continue  its  support 
of  economic  policy  reforms,  including  reforms  of  agricultural  input 
and  output  markets.  It  is  of  critical  importance  that  the  United 
States  assist  developing  country  governments  in  strengthening  the 
private  sector  while,  at  the  same  time,  identifying  the  appropriate 
new  role  of  Government. 

However,  Mr.  Chairman,  the  area  where  expanded  assistance 
from  the  United  States  is  most  critical  is  that  of  sustainable 
growth  in  agriculture  and  in  food  production.  Alleviation  of  food  in- 
security and  poverty  and  promotion  of  general  economic  growth  in 
low-income  developing  countries  will  occur  only  if  the  agricultural 
sector  is  vibrant.  The  agricultural  sector  is  frequently  the  only  via- 
ble lead  sector  for  general  economic  growth  and  poverty  alleviation 
in  low-income  countries.  Support  to  agricultural  research  and  tech- 
nology is  of  particular  importance  because  it  has  proven  to  be  ex- 
tremely effective  in  expanding  food  production  while  reducing  the 
cost  per  unit  of  food  produced.  This  leads  to  lower  food  prices  for 
the  urban  poor  and  higher  incomes  for  the  rural  poor. 

With  this  in  mind,  Mr.  Chairman,  it  is  frightening  to  watch  some 
of  the  major  donors  of  foreign  assistance,  including  the  United 
States,  making  large  cuts  in  assistance  to  agricultural  develop- 
ment, including  agricultural  research.  In  my  opinion,  donors  should 
follow  the  lead  of  Japan,  which  has  consistently  increased  support 
for  agricultural  development  in  developing  countries  during  recent 
years.  It's  not  too  late  to  reverse  these  downward  trends  in  foreign 
aid  to  agriculture,  but  for  every  day  we  wait,  Mr.  Chairman,  more 
preschool  children  will  die,  and  more  people  go  to  bed  hungry. 

Thank  you  very  much. 


[The  prepared  statement  of  Mr.  Pinstnip-Andersen  appears  at 
the  conclusion  of  the  hearing.] 
Mr.  Penny.  Thank  you,  Doctor. 
Dr.  Borlaug. 

STATEMENT  OF  NORMAN  BORLAUG,  FORMER  DIRECTOR, 
WHEAT  RESEARCH  AND  PRODUCTION  PROGRAM,  INTER- 
NATIONAL MAIZE  AND  WHEAT  IMPROVEMENT  CENTER,  EL 
BATAN,  TEXCOCO,  MEXICO 

Mr.  Borlaug.  Mr.  Chairman,  it's  a  privilege  for  me  to  have  a 
chance  to  present  testimony  before  this  Subcommittee  on  Foreign 
Agriculture  and  Hunger.  I've  spent  50  years  of  my  life  working  in 
these  fields  of  endeavor  in  many  different  nations  of  the  world,  and 
I  would  like  to  highlight  some  of  the  points  which  I  have  indicated 
in  the  written  testimony  that  has  been  distributed. 

I've  seen  a  lot  of  progress  in  the  improvement  of  agriculture  in 
developing  nations.  This  dates  back  to  the  early  times  in  Mexico, 
in  the  1940's  and  1950's,  before  the  coming  together  of  the  inter- 
national organizations  as  we  know  them  today.  But  I've  been  espe- 
cially impressed  by  the  progress  that  has  been  made  since  the  es- 
tablishment of  CGIAR,  the  consultative  group  on  international  ag- 
riculture. Prior  to  that,  financial  support  was  sort  of  piecemeal,  but 
I  must  add  that  the  USAID,  which,  of  course,  began  its  impact 
under  the  point  four  program  of  President  Truman  and  later 
evolved  into  USAID,  became  one  of  the  founding  fathers,  if  you'll 
permit  me  to  use  that  term,  in  financing  and  continues  to  support 
25  percent  of  the  total  budget  for  the  consultative  group  until  re- 
cently, when,  because  of  financial  difficulties  throughout  the  budg- 
et, there  have  been  cutbacks. 

Let  me  point  out  that  I  have  seen  a  lot  of  progress  that  has  spun 
off  from  progress  that  has  been  contributed  to  by  international  ag- 
ricultural development  organizations  in  the  Third  World  nations.  I 
have  seen  national  research  institutes  spring  up  or  expand  and  be- 
come very  effective,  but  have  also  seen — because  of  the  indebted- 
ness and  the  interest,  and  inflationary  pressures  on  national  budg- 
ets in  the  last  8  or  10  years — many  of  these  national  programs  in 
Third  World  countries  become  weaker  now  than  they  were  10  years 
ago.  This,  of  course,  calls  attention  to  the  fact  that  if  the  consult- 
ative group  on  international  agriculture,  at  the  same  time,  is  weak- 
ened, we  are  taking  a  big  step  backward  in  our  ability  to  cope  with 
world  food  problems  that  lie  ahead. 

Let  me  point  out  that  we've  all  been  impressed,  I'm  sure,  by  the 
changes  in  focus  of  the  last  few  years,  and  I  think  this  crystallized 
in  the  meeting  at  the  Earth  Summit,  when  we  began  to  focus  on 
sustainability  of  our  agricultural  production  system.  Having  been 
trained  a  forester,  this  was  one  of  the  first  lessons  that  I  ever 
learned — sustainability  of  management  of  forests.  Because  of  the 
long  cutting  cycle,  it's  quite  different  than  annual  agricultural 
crops,  and  so  perhaps  I  became  interested  in  sustainability  earlier 
than  most  agricultural  scientists  because  of  that  background. 

The  critical  issues  that  will  affect  agricultural  sustainability  and 
productivity  over  the  next  several  decades  in  the  developing  na- 
tions and  which  will  have  an  indirect  large  effect  on  the  developed 
nations  as  well  as  poverty,  population  pressure,  and  environmental 
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degradation.  As  we  look  at  poverty,  it's  especially  frightening  in  the 
Third  World  countries.  Remember  that  in  most  African  countries 
today,  for  example,  60  to  80  percent  or  more  of  the  total  population 
is  on  the  land  in  subsistence-t5T)e  of  agriculture.  Now,  the  only  way 
to  have  them  become  involved  in  sustainable  agriculture  is  to  lift 
them  from  the  poverty  levels  by  increasing  the  productivity,  which 
will  also  provide  food  for  the  masses  and  a  source  of  income  for 
labor  at  many  levels.  So  we  have  to  look  at  it  from  that  standpoint 
also. 

To  illustrate  the  impact  of  the  strengthening  of  agricultural  pro- 
duction capacity,  I  will  just  mention  two  cases,  in  the  developing 
nations  and  what  it  has  meant  to  poverty  stricken  and  starving 
people.  In  the  case  of  the  wheat  program,  with  which  I  was  affili- 
ated, the  transfer  of  the  Mexican  wheat  technology  to  India  during 
the  crisis  of  the  mid-1960's  resulted  in  an  increase  in  grain  produc- 
tion from  11  million  metric  tons  to  55  million  tons  last  year.  This 
increase  represents  enough  calories  to  provide  65  percent  of  the 
calories  for  the  standard  2,350  K-Cal  diet  for  an  additional  315  mil- 
lion people.  The  new  rice  varieties  came  onstream  shortly  there- 
after, and  India,  as  well  as  quite  a  number  of  other  food  deficit  na- 
tions, became  self-sufficient. 

Undoubtedly,  in  the  interim — before  the  impact  of  changes  from 
improved  technology — ^the  engines  of  change  that  powered  change 
not  only  the  agricultural  sector,  but  also  in  other  sectors — came 
onstream,  and  it  was  U.S.A.  Public  Law  480  wheat  that  undoubt- 
edly saved  millions  from  starvation  during  that  critical  period  of 
the  mid-1960's. 

I  will  simply  point  out  that  most  Americans,  since  we  only  have 
2  percent  of  the  total  population  now  in  agriculture,  fail  to  under- 
stand how  the  improvement  of  science  and  technology  and  its  appli- 
cation here  in  the  U.S.A.  has  saved  fragile  lands  for  other  pur- 
poses. The  17  most  important  food,  feed,  and  fiber  crops  that  were 
grown  on  about  318  million  acres  produced  only  252  metric  tons  of 
produce  in  1940.  By  1960,  with  10  percent  less  area,  there  was  2.4- 
fold  more  production.  In  other  words,  production  had  increased  to 
600  million  tons. 

What  would  have  been  the  consequence  had  we  tried  to  produce 
that  amount  of  produce  with  the  technology  of  1940?  We  would 
have  had  to  have  added — cultivated  another  400  million  acres  of 
land  of  the  same  quality.  We  would  have  destroyed  our  forests, 
plowed  up  much  semiarid  land,  and  had  all  sorts  of  problems. 

In  closing,  let  me  say,  in  my  lifetime  I  have  seen  population  grow 
from  1.6  billion  people  to  its  present  level  of  5.5  billion,  and  it  con- 
tinues to  increase  at  1  billion  more  each  decade,  and  unless  we  are 
able  to  lift  the  developing  nations  out  of  their  poverty,  it's  my  feel- 
ing that  there  will  be  an  avalanche  of  migrating  miserable  people 
who  fleeing  poverty  and  hunger,  will  contribute  to  social,  economic, 
and  political  chaos  in  the  world,  including  in  the  developed  nations. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Borlaug  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you,  Doctor. 

Mr.  Sheehy. 


STATEMENT  OF  THOMAS  P.  SHEEHY,  JAY  KINGHAM  FELLOW, 
INTERNATIONAL  REGULATORY  AFFAIRS,  HERITAGE  FOUN- 
DATION 

Mr.  Sheehy.  Thank  you  for  inviting  me  to  testify  before  the  com- 
mittee today.  I'll  just  give  a  brief  summary  of  my  written  testi- 
mony. I've  been  asked  to  discuss  specifically  economic  indicators  as 
a  model  for  allocating  U.S.  development  aid.  The  index  of  economic 
freedom  is  the  model  I'm  familiar  with,  and  I'll  discuss  that.  I  be- 
lieve the  index  should  be  placed  at  the  center  of  the  administra- 
tion's development  aid  reform  proposal. 

It's  an  old  story  that  many  of  the  countries  that  have  received 
U.S.  development  aid  over  the  years  have  little  to  show  for  it. 
There  are  many  reasons  for  this;  however,  the  primary  reason, 
without  a  doubt,  has  been  detrimental  statist  economic  policies. 
Wherever  we've  had  nationalized  industries,  high  taxation,  lack  of 
respect  for  property  rights,  economic  stagnation  has  followed.  On 
the  other  hand,  those  few  countries  which  have  graduated  from  the 
ranks  of  developing  to  middle-  and  high-income  countries  have  all 
pursued  open  and  free  market-oriented  development  strategies. 

The  lesson  is  quite  obvious:  If  the  United  States  wants  its  devel- 
opment aid  to  help  countries  to  truly  develop,  it  should  continue  to 
use  free  market  criteria  for  allocating  development  assistance.  This 
was  recommended  by  the  President's  Commission  on  the  Manage- 
ment of  AID  a  few  years  back.  The  commission  recommended  that 
AID  direct  its  development  aid  toward  countries  with  private  sector 
growth  development  strategies  in  place.  This  commission,  chaired 
by  George  Ferris,  Jr.,  also  recommended  that  AID  adopt  the  index 
of  economic  freedom  for  the  purposes  of  allocating  development  aid. 

The  index  is  a  quantitative  gauge  of  a  country's  economic  free- 
doms. It  looks  at  things  like  private  property  rights;  the  size  of  the 
state  sector;  taxation — how  high  are  the  top  tax  rates  and  at  what 
income  levels  do  they  become  effective;  the  extent  of  regulation  on 
the  economy;  wages  and  prices — are  prices  set  by  the  government 
or  are  they  part  of  a  free  market  process. 

The  index  is  not  untested.  In  fact,  "Development  and  the  Na- 
tional Interest,"  which  then-AID  administrator  Alan  Woods  re- 
leased in  1989,  unveiled  a  prototype  index  of  economic  freedom 
called  an  economic  opportunity  index.  That  survey  looked  at  eco- 
nomic policies  of  42  different  countries  and,  not  surprisingly,  came 
to  the  conclusion  that  the  countries  with  the  best  rates  of  economic 
growth  were  those  with  the  most  open  economic  systems,  the  most 
free  markets. 

Since  that  time,  since  that  prototype  index  was  developed  within 
AID  a  few  years  ago,  several  refinements  have  been  made  in  quan- 
tifying economic  freedom.  In  fact,  that  task  is  engaging  the  minds 
and  works  of  some  of  our  country's  and  other  countries'  finest 
economists,  who  convene  regularly  under  the  auspices  of  the  Eraser 
Institute  in  Vancouver. 

Looking  at  economic  policies  and  their  free  market  aspect  in  fact 
is  being  done  by  AID  currently.  However,  in  this  global  ranking 
system  that  AID  is  developing,  economic  policies  are  but  one  of  sev- 
eral criteria  that  are  looked  to  in  allocating  resources.  My  concern 
is  the  relegation  of  economic  policies  to  being  merely  one  of  several 
considerations  for  the  allocation  of  development  assistance.   We 
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know,  having  looked  at  development  over  the  last  30  or  so  years, 
that  the  free  market  is  the  key  to  economic  growth,  and  to  relegate 
the  development  policy  of  a  country  to  one  consideration,  I  think, 
is  misguided. 

Unfortunately,  I  think  the  administration's  reform  proposal  for 
development  assistance  falls  into  that  trap.  Under  sustainable  de- 
velopment, title  I  of  its  proposed  reform  bill,  development  assist- 
ance is  to  be  concentrated  in  countries  with  a  high  hunger  and  pov- 
erty rate,  an  enabling  environment,  or  favorable  economic  policies, 
transparent  government,  government  institutions  that  are  account- 
able to  the  public,  an  independent  and  honest  judiciary,  and  sev- 
eral other  criteria. 

There  is  that  flexibility  in  the  bill,  and  one  of  my  concerns  is  that 
the  additional  criteria  will  very  likely  reflect  the  many  objectives 
that  Congress  has  put  on  AID  over  the  last  30  years  or  so,  things 
like  promoting  microenterprise,  promoting  biological  diversity,  all 
these  factors  that  have  made  pur  foreign  aid  program  the  hodge- 
podge that  everyone  admits  it  is. 

I  advocate  that  the  index  be  used  to  put  a  country's  economic 
policies  at  the  forefront  of  our  decisionmaking  when  we  look  to  allo- 
cate foreign  aid  amongst  the  countries.  The  index  would  also  offer 
the  advantage  of  moving  the  United  States  from  the  games  that  we 
play  now  between  the  IMF  and  the  various  recipient  countries. 
Right  now  much  of  our  development  aid  goes  to  supporting  IMF 
and  World  Bank  structural  adjustment  programs.  Well,  these  pro- 
grams have  been  a  failure.  Very  frequently  countries  fall  on  and  off 
of  the  programs.  Oftentimes  the  financial  institutions  ignore  this. 
Really,  we  have  no  strong  conditionsdity  in  terms  of  economic  re- 
form in  the  various  countries. 

I  think  this  just  engenders  a  large  measure  of  disrespect  between 
the  developing  countries  and  the  donors,  and  I  think  it  really 
makes  a  mockery  of  the  so-called  partnership  we're  trying  to  build 
with  developing  countries.  I  think  a  truly  respectful  partnership  be- 
tween donors  and  developing  countries  can  only  be  based  on  the 
recognition  that  donors  are  serious  about  economic  reform  and 
they'll  allocate  their  development  aid  in  those  countries  that  are  se- 
rious about  free  market  reform.  In  such  a  relationship,  countries 
would  be  encouraged  to  try  to  create  a  market-friendly  economic 
climate. 

Right  now,  under  the  status  quo,  we  have  a  large  measure  of 
contempt  between  recipient  countries  and  the  financial  institutions, 
who  the  recipient  countries  know  eventually  will  come  back,  as 
they  always  do. 

President  Kennedy  spoke  of  seeing  U.S.  development  aid  to  recip- 
ient countries  take  off.  This  was  30  years  ago.  Over  the  30  years, 
we've  gotten  very  little  in  terms  of  development  aid  for  the  billions 
of  dollars  spent,  and,  moreover,  I  think  we've  totally  lost  the  sense 
of  transition  that  Kennedy  spoke  of.  While  the  administration's 
proposal  uses  the  Kennedy-like  terms  of  having  development  aid  be 
transitional,  having  development  aid  programs  become  obsolete,  I 
think  if  you  look  at  the  trends  over  the  last  30  years  in  develop- 
ment aid  policy,  we're  seeing  more  and  more  a  sense  of  permanence 
and  a  sense  of  entitlement  with  developing  countries.  I  think  that 
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the  administration's  bill  reflects  this  language  as  does  our  move- 
ment to  addressing  basic  human  needs  and  environmental  issues. 

I  think  the  problem  with  this  is  we've  set  ourselves  up  for  elusive 
goals  of  improving  health  and  improving  the  environment,  things 
that  ultimately  the  United  States  cannot  assume  the  responsibility 
for,  nor  should  it.  I  would  also  add  that  successful  development  is 
more  than  just  dollars  or  inputs,  as  the  development  community 
likes  to  say.  It's  also  an  attitude  of  self-sufficiency,  and  I  think 
that's  what  President  Kennedy  recognized,  and  I  think  that's  been 
totally  lost. 

Placing  the  index  at  the  center  of  a  revamped  development  pro- 
gram, supplanting  the  laundry-list  approach  to  foreign  aid  that  still 
is  reflected  in  the  administration's  proposal,  would  reinstate  the 
sense  of  transition  that  has  been  lost.  It  would  say  that  the  United 
States  is  willing  to  invest  in  those  countries  that  are  willing  to  help 
themselves  through  the  free  market  means  of  development. 

We  can't  guarantee  outcomes  in  the  developing  world.  We  can 
look  at  policy  and  recognize  that  the  free  market  has  been  the  most 
successful  approach,  the  most  successful  means  to  the  things  we'd 
like  the  developing  world  to  have.  We  can  only  guarantee  those 
means  or  assisting  in  establishing  those  means.  But  to  start  going 
down  the  road  in  terms  of  committing  ourselves  to  outcomes  is  a 
dangerous  path. 

I  would  conclude  in  asking  the  committee  to  question  this 
premise  of  sustainable  development.  It  has  become  the  buzz  word 
of  a  development  community  that's  really  produced  very  little  in 
terms  of  sustainable  development  over  the  last  30  years.  It's  being 
presented  now  as  the  paradigm  for  our  development  assistance,  un- 
doubtedly to  guard  it,  if  the  Clinton  bill  passes,  for  the  next  10,  20 
years. 

Sustainable  development,  the  definition  is  nebulous.  I'd  urge  the 
committee  to  look  at  that.  Is  the  sustainability  that  we're  seeking 
and  what  the  administration  is  talking  about  merely  development 
to  be  sustained  by  western  foreign  aid?  I  suspect  that's  the  case. 
I  would  agree  that  agricultural  programs  should  be  sustainable. 
They  shouldn't  be  just  dependent  on  donor  inputs.  However,  I 
think  they  have  to  be  put  in  the  larger  context  of  the  economic  re- 
forms in  that  country  and  the  economic  environment. 

Thank  you. 

[The  prepared  statement  of  Mr.  Sheehy  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you.  I  appreciate  your  testimony. 

Dr.  Andersen,  on  page  1  of  your  testimony,  you  talked  about  15 
countries  experiencing  a  reduction  of  20  percent  or  more  in  their 
per  capita  food  production  in  the  1980's.  Were  you  referring  there 
to  African  nations?  Which  15  countries  are  you  referring  to  in  that 
testimony?  Sub-Saharan  Africa? 

Mr.  Pinstrup-Andersen.  Mr.  Chairman,  I  believe  most  of  them 
are  in  sub-Saharan  Africa.  I  did  not  bring  the  list.  I  think  three 
or  four  are  outside  of  the  region.  It's  worldwide. 

Mr.  Penny.  And  was  that  primarily  a  consequence  of  population 
growth?  Did  we  have  relatively  stable  food  production  levels  but  a 
rapidly  escalating  population  so  that  the  two  were  not  at  all  in 
sync? 
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Mr.  Pinstrup-Andersen.  It  varies  among  the  countries.  In  some 
cases,  it  had  to  do  with  civil  strife;  in  other  cases,  there  were  se- 
vere droughts;  and  in  other  cases  again,  there  was  very  rapid  popu- 
lation growth.  But  I  think  the  general  problem,  of  course,  is  that 
in  most  of  sub-Saharan  Africa,  the  balance  between  food  production 
increases  and  population  growth  is  not  acceptable.  Population 
growth  is  at  about  3  percent  per  year,  and  food  production  growth 
at  about  2  percent.  Then,  in  a  situation  like  that,  it  doesn't  take 
very  much  additional  adversity  before  the  country  just  drops  down 
to  the  levels  that  you're  referring  to,  Mr.  Chairman. 

Mr.  PEN>fY.  You  indicated  that  you  thought  the  potential  for  ex- 
panded acreage  had  been  met  long  ago.  Are  there  exceptions  to 
that  rule?  Are  there  some  countries  in  which  the  arable  land  just 
hasn't  been  accessed  for  some  reason? 

Mr.  Pinstrup-Andersen.  Yes,  there  are  exceptions.  Uganda  is 
one  of  these  exceptions.  In  Uganda,  because  of  civil  strife  for  so 
long,  a  great  deal  of  the  agricultural  land  was  left  out  of  produc- 
tion. That  is  now  being  pulled  in.  There  is  much  more  land  that 
can  be  pulled  into  production  in  Uganda.  And  there  are  other  coun- 
tries. Zaire,  for  example,  is  another  case  where,  because  of  the  so- 
cial unrest  or  near  civil  war  that's  occurring  in  Zaire,  much  of  the 
land  is  not  being  cultivated. 

But,  again,  I  think  the  general  point  is  that  there's  plenty  of  land 
in  Africa  and  Latin  America  that  isn't  being  used  for  agriculture, 
but  to  bring  in  that  land  will  either  require  very  large  investments 
in  terms  of  infrastructure,  or  there  will  be  very  high  costs  in  terms 
of  environmental  degradation.  Much  of  the  land  that's  currently 
not  being  used  for  agriculture  would  degrade  very  quickly  if  it  were 
brought  into  intensive  agriculture. 

Mr.  Penny.  In  sub-Saharan  Africa,  what  is  the  potential  for  im- 
proved yields,  and  how  best  do  we  go  about  providing  support  for 
those  advancements  in  agricultural  techniques? 

Mr.  Pinstrup-Andersen.  Again,  there  are  a  number  of  condi- 
tions that  have  to  be  met,  and  we'll  have  to  look  probably  at  a  spe- 
cific country,  but  some  of  the  deficiencies  you  find  in  most  countries 
that  need  to  be  dealt  with  are  lack  of  rural  infrastructure,  it  is  lack 
of  the  kind  of  technology  that's  appropriate  for  the  particular  situa- 
tion, and  it  is  lack  of  credit  to  small-scale  farmers.  It  is  lack  of  ac- 
cess to  appropriate  irrigation  facilities  in  some  cases;  in  other 
cases,  irrigation  is  not  a  viable  solution. 

Let  me  add  one  other  thing  that's  of  critical  importance,  and  that 
is  the  agricultural  input  and  output  market  reforms.  They  are  cur- 
rently proceeding  in  a  manner  that  is  not  the  most  effective,  and 
I  think  the  United  States  could  help  much  more  than  it's  doing 
now  in  assuring  that  these  reforms  come  to  a  successful  conclusion. 

But  the  bottom  line,  Mr.  Chairman,  is  we  need  investments  in 
rural  infrastructure  and  agricultural  research  and  dissemination  of 
research  results,  because  there  is  technology  available  that's  not 
being  used.  So  it  isn't  just  a  matter  of  producing  more  technology 
through  research.  It's  a  matter  of  using  what  we  have  and  staying 
a  little  ahead  of  the  game,  if  possible,  in  producing  more  tech- 
nology. Agricultural  research  is  needed  just  to  avoid  sliding  back- 
wards. So  it  isn't  just  a  matter  of  the  job  being  done. 
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Mr.  Penny.  Given  limited  incomes,  how  realistic  is  it  that  we 
could  expect  agricultural  producers  to  access  the  technology  that's 
available? 

Mr.  Pinstrup-Andersen.  If  they  have  access  to  credit,  and  if 
they  have  access  to  effective  markets — and  those  are  the  two  areas 
that  I  mentioned — then  they  will  be  considerably  better  off  by 
using  technology.  I  think  it  is  very  feasible  for  them  to  do  so. 

Mr.  Penny.  Doesn't  that  also  go  hand  in  hand  with  some  sort  of 
Extension  Service  or  outreach  to  facilitate  the  transition? 

Mr.  Pinstrup-Andersen.  Yes. 

Mr.  Penny.  It  seems  to  me  if  you  go  in  with  credit,  but  you  don't 
have  an  Extension  agent  of  sorts  to  help  producers  understand  the 
economics  of  paying  back  the  loans  with  the  higher  yields,  you're 
not  going  to  make  much  headway.  These  are  relatively  primitive 
farming  practices  in  most  cases,  I  would  guess. 

Mr.  Pinstrup-Andersen.  I  agree  with  that. 

Mr.  Penny.  And  it's  a  cultural  transition.  It's  not  just  an  eco- 
nomic question. 

Mr.  Pinstrup-Andersen.  I  agree  that  the  practices  that  are  cur- 
rently used  in  many  cases  are  primitive,  but  the  farmers  are  not. 
The  farmers,  in  many  cases,  know  exactly  how  they  can  increase 
their  income,  they  just  don't  have  access  to  the  necessary  tech- 
nology or  credit  or  market.  So  I  agree  that 

Mr.  Penny.  So  you  don't  think  the  cultural  impediments  are  that 
great  in  most  cases. 

Mr.  Pinstrup-Andersen.  No.  I  haven't  met  a  farmer  yet  that 
wouldn't  like  to  be  better  off.  I  think  that's  a  global  phenomenon. 
That  may  not  mean  increasing  income  if  it  implies  a  much  higher 
risk  of  losing  out  every  5  years.  In  other  words,  there  are  a  number 
of  goals  that  the  farmers  try  to  deal  with.  But,  no,  farmers  are  ra- 
tional. There's  no  need  for  cultural  change. 

Mr.  Penny.  To  what  degree  is  the  economic  policy  of  the  (lovem- 
ment  an  impediment  in  these  nations?  Mr.  Sheehy  mentioned  the 
abject  failure  of  statist  economies,  and  that  would  certainly  fly  in 
the  face  of  any  attempt  to  give  farmers  credit  when  a  State-run 
purchasing  and  distribution  network  would  not  necessarily  guaran- 
tee them  any  profit  on  their  higher  yields. 

Mr.  Pinstrup-Andersen.  I  think  we  have  learned  that  the  State 
is  not  very  effective  in  dealing  with  agricultural  input  and  output 
markets,  for  example.  We  have  failure  in  the  area  of  State-orga- 
nized credit  programs.  Many  of  these  things  can  be  privatized,  but 
there  is  a  role  for  the  State  to  facilitate  the  privatization.  And, 
again,  I  agree  with  the  point  you're  making,  Mr.  Chairman,  that 
if  all  you  do  is  give  credit  while  maintaining  a  very  inefficient  mar- 
ket for  the  output,  it  probably  won't  work. 

I  am  not  proposing  that  governments  should  institutionalize  pub- 
lic sector  credit  programs.  We  know  that  that  doesn't  work.  What 
I'm  proposing  is  that  the  Government  facilitate  the  private  capital 
market  in  developing  countries  so  that  the  private  sector  can  in 
fact  operate,  and  then  I'm  also  proposing  targeted  credit  programs 
for  the  food  insecurity,  for  the  poor,  and  we  have  lots  of  examples 
of  where  those  programs  have  worked. 

So  one  of  the  things,  Mr.  Chairman,  that  worries  me  a  great  deal 
is  that  either  the  State  runs  everjdhing  or  the  State  runs  nothing. 
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and  neither  of  the  two  are  acceptable  in  this  country  or  in  any  de- 
veloping country.  We  have  a  tendency  to  pick  an  extreme  and  stick 
with  it,  and  that  is  one  of  our  big  problems. 

Mr.  Penny.  Thank  you  for  your  responses. 

I  have  some  additional  questions  for  the  panelists,  but  I  want  to 
allow  my  ranking  Republican  and  good  friend,  Wayne  Allard,  to 
enter  into  the  discussion  for  a  period  of  time. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

Dr.  Andersen,  in  your  view,  what  is  the  best  way  for  us  to  assure 
long-term  self-sufficiency  in  many  of  these  areas  where  we  have 
food  deficiencies  now? 

Mr.  Pinstrup-Andersen.  Again,  I  don't  think  we  can  develop  a 
recipe  from  Washington  that  would  be  applicable  to  all  of  the  coun- 
tries, but  the  underlying  issue,  it  seems  to  me,  is  to  increase  the 
capacity  of  the  developing  countries  to  deal  with  their  own  prob- 
lems. We  don't  do  this  by  sending  emergency  aid.  I'm  not  opposed 
to  emergency  aid.  We've  got  to  do  it  when  the  emergency  is  there. 
What  we  need  to  do,  however,  is  to  get  ahead  of  the  emergency  by 
introducing  preventive  measures,  and  the  best  preventive  measure 
is  the  capacity  to  develop  and  to  grow  economically. 

And,  again,  I  can  give  a  list  of  specifics  to  any  given  country  and 
any  given  set  of  circumstances,  but  I  think  the  underlying  rule 
ought  to  be  that  what  we  give  generates  sustainable  economic 
growth  and  poverty  alleviation  in  the  recipient  country.  That's 
where  sustainability  is  important.  I  disagree  with  my  colleague  to 
the  left  that  we're  talking  about  sustainability  to  make  sure  that 
they  will  need  our  foreign  assistance  for  all  the  future.  That  is  a 
gross  misuse  of  the  word.  It's  the  exact  opposite. 

Mr.  Allard.  Are  you  of  the  opinion.  Dr.  Andersen,  that  we  have 
enough  food  to  feed  the  world? 

Mr.  Pinstrup-Andersen.  Yes.  If  we  could  distribute  it  evenly 
among  all  of  us,  there  is,  I  believe,  theoretically  enough  food  in  the 
world  today. 

Mr.  Allard.  So  if  we  have  an  emergency,  the  United  States  has 
the  capability,  do  you  believe,  of  responding  to  all  emergencies  that 
are  now  occurring  as  far  as  starvation  or  insufficient  food? 

Mr.  Pinstrup-Andersen.  I  don't  believe  we  could  do  that  even 
if  we  wanted  to,  because  this  theoretical  distribution  would  imply 
that  you  and  I,  Mr.  Chairman,  would  have  to  reduce  our  food  in- 
take. There  would  be  no  more  steaks,  and  there  would  be  no  more 
luxuries  of  that  kind.  We  would  have  to  go  back  to  a  basic  grain- 
based  diet.  So,  no,  I  don't  think  we  have  enough  food  to  meet  all 
emergencies. 

What  really  worries  me  is  that  because  we're  not  investing  in  de- 
velopment, we  will  have  many  more  emergencies,  and  we're  seeing 
that  now.  We,  fortunately,  are  still  so  civilized  that  we  cannot  tol- 
erate people  dying  in  front  of  us  on  the  television  screen  in  our  liv- 
ing rooms,  so  when  the  emergency  occurs,  we  tend  to  spend  the 
money.  It  would  be  so  much  better  if  we  could  spend  it  for  preven- 
tive purposes. 

Mr.  Allard.  Are  you  suggesting  that  we  prioritize  needs? 

Mr.  Pinstrup-Andersen.  I'm  not  terribly  happy  about  the  life- 
boat theory,  sir,  in  the  sense  that  we  target  some  that  we're  willing 
to  save  and  others  that  can  die.  It  goes  against  my  ethics.  I  think 
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what  we  need  to  do  is  to  use  this  breathing  space  that  I  referred 
to  before  and  make  large  investments  in  economic  growth  and  pov- 
erty alleviation  so  that  we  don't  have  to  spend  a  great  deal  of 
money  on  emergencies  in  the  future. 

Mr.  Allard.  Mr.  Sheehy,  apparently  the  Heritage  Foundation 
has  been  working  with  this  index  of  economic  freedom  for  some 
time.  Have  you  been  able  to  apply  these  figures  in  a  practical  sense 
to  the  world  situation?  Do  you  think  that  you  can  establish  some 
priorities  for  aid  through  the  index  of  economic  freedom? 

Mr.  Sheehy.  I  made  reference  to  the  Woods  report,  which  had 
done  that,  essentially.  Their  economists  had  done  this  prototype. 
They  called  it  an  economic  opportunity  index,  and  they  came  out 
with  a  correlation  between  free  market  policies  and  sustained  eco- 
nomic growth.  We  haven't  done  the  actual  number-crunching,  but 
I  know  that  the  capability  is  out  there.  Many  prominent  econo- 
mists, including  Milton  Friedman,  have  done  work  showing  the  cor- 
relations. 

My  proposal  would  be  for  AID  to  use  an  index  and  then  put  that 
at  the  forefront  when  they  decide  how  to  allocate  their  development 
assistance.  Clearly,  they  have  the  capacity,  and  I've  been  led  to  be- 
lieve that  they  are  doing  that  work  within  AID  at  the  moment. 
However,  as  I  stated  in  my  testimony,  it's  one  of  several  factors 
that  they're  looking  at  when  they  look  at  a  developing  country  and 
decide  how  to  allocate  the  development  aid  resources. 

Mr.  Allard.  So  you're  not  prepared  right  now  to  give  any  specific 
examples  where  you  have  been  able  to  apply  the  index  of  economic 
freedom  and  say  this  is  the  way  that  we  can  arrive  at  a  need? 

Mr.  Sheehy.  Well,  clearly,  the  work  that  has  been  done — and  I 
cited  the  Fraser  Institute  in  Vancouver.  They  found  that  countries 
that  have  done  the  best — Hong  Kong,  Singapore,  Chile,  and  so 
forth — have  had  the  highest  scores  on  the  index  of  economic  free- 
dom. It's  not  that  complex  a  system,  and  I  mentioned  some  of  the 
criteria  that  would  go  into  it,  but  it  is  quantitatively  based,  and  it's 
been  done.  Academic  papers  have  done  it. 

I  would  like  to  see  AID  use  some  of  this  academic  work  that's 
been  done,  build  on  this  base,  and  I  think  chey  probably  already 
have  the  capability  to  do  it.  I  think  it  should  be  refined,  and  I  think 
it  should  be  put  at  the  forefront  of  our  development  aid  policies. 

Mr.  Allard,  Can  you  identify  some  countries  that  would  be  re- 
ceiving assistance  today  through  AID  if  this  opportunity  index  had 
been  applied,  say,  in  1989? 

Mr.  Sheehy.  I  would  imagine  Ghana,  for  example,  in  Africa,  a 
country  that's  been  undergoing  structural  reform  successfully  for 
the  last  10  years  or  so.  It's  increased  its  GDP  rate.  Its  rate  of 
growth  is  up  to  6  percent  or  so.  I'm  sure  that  AID  is  now  allocating 
more  money  as  part  of  our  consolidation  in  Africa  to  Ghana,  and 
I  think  that's  a  worthy  investment.  They  have  committed  to  re- 
forms, liberalizing  their  agriculture,  allowing  farmers  the  freedom 
to  market  their  own  crops,  and  Ghana  has  been  a  relative  success 
story  in  Africa,  which  has  experienced  an  overall  horrendous  dec- 
ade throughout  the  1980's  and  1970's  as  well.  That  would  be  one 
country  that  I'm  sure  would  score  very  high  on  the  index. 

There's  a  very  strong  correlation  between  index  scores  and 
growth.  You  just  follow  the  business  pages  and  read  what's  going 
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on  in  Argentina  in  terms  of  reforms.  I  don't  disagree  that  we  want 
sustainability.  I  just  guard  against  having  oases  of  development 
within  a  country  whose  macroeconomic  poHcies  are  driving  it  to 
ruin.  We  can  have  all  the  nice  projects  in  the  world,  but  they're  not 
going  to  be  sustainable  unless  they're  in  an  environment  of 
progrowth,  and  that's  what  the  index  does.  It's  country-specific,  and 
it  says  to  countries  that  we're  willing  to  invest  in  the  countries  that 
are  willing  to  invest  in  themselves,  and  we're  not  obligated  to  do 
so. 

Mr.  Allard.  Thank  you. 

Dr.  Borlaug,  what  forms  of  economic  development  are  most  suc- 
cessful in  attaining  food  security  in  foreign  countries?  Do  you  have 
some  ideas  to  share  with  us  in  that  regard? 

Mr.  Borlaug.  Well,  first  of  all,  I  think  that  when  you're  dealing 
with  a  country  where  yields  are  very  low  because  of  technological 
problems,  such  as  depleted  soil  fertility,  no  matter  how  much 
change  you  make  in  economic  policy,  the  increase  in  productivity 
or  yield  will  be  minor.  So  that  in  such  a  case,  you  have  to  develop 
a  new  technology — a  package,  not  a  single  discipline — with  better 
varieties  which  will  respond  when  that  soil  infertility  is  corrected, 
whether  it  be  done  through  crop  rotations,  whether  it  be  done 
through  the  use  of  organic  fertilizers,  animal  dung,  or  whether  it 
be  done  with  chemical  fertilizers,  or  a  combination  of  these.  Once 
you  change  that  soil  fertility,  then  the  improved  high  yielding  vari- 
ety has  an  opportunity  to  express  its  true  genetic  yield  potential. 

But  in  order  to  make  certain  that  your  investment  has  reduced, 
as  far  as  possible,  the  risks  that  are  involved  in  the  extra  expendi- 
tures— ^^let's  say  in  fertilizer — then  you  have  to  have  varieties  that 
also  have  resistance  to  the  major  diseases  built  in,  hopefully,  ge- 
netically so  that  you  do  not  need  to  resort  to  heavy  expenses  of 
chemicals,  insecticides,  or  fungicides.  All  of  these  pieces  have  to  be 
brought  together  in  a  package  of  technological  improvements,  and 
the  different  components  fit  together  to  give  an  overall  impetus 
that  permits  seeing  the  real  genetic  yield  potential  that  has  been 
built  into  the  varieties. 

I  draw  the  parallel  here  to  a  child  that's  bom  that  had  the  good 
fortune  of  drawing  a  good  genetic  hand  of  cards  from  its  daddy  and 
mother  and  grandparents  and  great-grandparents,  but  if  that  child 
doesn't  have  proper  nutrition,  it  will  never  develop  a  strong  body, 
and  if  it  doesn't  have  education,  even  though  it  has  the  genetic 
yield  potential  for  great  creativity  and  productivity  as  a  scientist  or 
in  any  other  sphere  of  human  endeavor,  that  will  never  be  ex- 
pressed. 

So  it  is  with  varieties  or  races  of  livestock  or  improved  strains 
of  trees.  That's  the  first  step.  But  unless  you  change  the  nutrients, 
the  food  or  feed  or  plant  nutrients,  that  the  plant  can  never  express 
its  true  genetic  yield  potential. 

Mr.  Ajllard.  We  had  an  individual  testify  this  last  year  before 
this  committee  on  world  hunger,  and  I  asked  him  the  question, 
what  do  you  think  is  the  single  most  important  factor  that  has  hap- 
pened in  technology  to  help  feed  the  world?  He  said  the  develop- 
ment of  fertilizers  and  pesticides.  Would  you  agree  with  that  as- 
sessment? 
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Mr.  BORLAUG.  Yes  and  no.  One  of  the  worst  investments  you 
could  make  in  the  case  of  a  crop  like  wheat  in  areas  where  there 
are  environmental  conditions  that  foster  epidemics  of  any  of  the 
major  diseases — let  me  take  the  case  of  stem  rust,  or  leaf  rust.  If 
you  make  a  heavy  investment  in  fertilizer  and  you  are  growing  an 
old  land-race  variety,  you  may  lose  it  all  because  of  a  rust  epi- 
demic. So  you  have  to  have  the  disease-resistant  variety  also. 

But  going  a  step  further  on  the  efficiency  of  use  of  that  fertilizer, 
in  the  1960's,  the  incorporation  of  genes  for  shortening  of  the  straw 
in  the  dwarf  wheat  varieties,  and  later  in  the  rice  varieties,  in- 
creased the  efficiency  of  the  use  of  nutrients — let's  say,  fertilizer — 
and  water.  It  takes  water,  it  takes  plant  nutrients  or  fertilizer  to 
grow  straw,  but  human  beings  don't  eat  straw.  Now,  in  some  parts 
of  the  world,  like  in  India,  straw,  up  to  a  certain  point,  is  livestock 
feed,  and  there  was  great  fear  when  the  dwarf  wheats  came  in, 
there  was  going  to  be  a  shortage  of  straw  to  feed  the  bullocks  that 
powered  the  plows,  but  it  was  a  fear  that  never  materialized  be- 
cause the  fertilizer  stimulated  tillering. 

So,  again,  they  all  have  to  fit  together.  Fertilizer  has  the  poten- 
tial to  change  and  permit  the  expression  of  the  genetic  potential 
that's  in  the  variety. 

Mr.  Allard.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  Thank  you,  Wayne. 

What  has  happened  to  our  commitment  to  this  type  of  research 
in  recent  years  at  an  international  level? 

Mr.  BoRLAUG.  Of  course,  there  has  been  an  expansion  in  the  ac- 
tivities of  the  international  agricultural  research  institutes,  of 
which  there  are  now  18  in  operation — 1  on  economic  policy  that 
Professor  Andersen  has  already  reported  on,  and  then  12  working 
on  plant  improvement,  2  on  livestock  improvement,  one  of  which  is 
on  animal  diseases  and  the  other  on  productivity,  and  more  re- 
cently 2  have  been  added  on  forestry,  1  on  agriforestry  and  1  on 
forestry  in  the  broadest  context,  and,  finally,  1  on  fisheries. 

The  sphere  of  activity  has  broadened,  and  it's  based  on  really 
three  different  approaches  or  compliments  or  components  of  in- 
creasing productivity:  one,  variety  or,  if  it's  livestock,  race  or  breed 
improvement;  two,  the  management  of  the  crop  system,  which  in- 
cludes the  agronomic  aspect,  restoration  of  soil  fertility  by  any  one 
of  the  means  we've  mentioned,  the  control  of  the  diseases  and  in- 
sects— in  other  words,  breeding  for  resistance — and  finding  ways 
through  crop  rotations  to  reduce  competition  from  weeds  and  the 
use,  when  absolutely  necessary,  of  the  right  kind  and  amount  and 
timing  of  chemicals.  If  it's  a  weed  killer  or  if  it's  an  insecticide, 
then  this  should  be  done  properly,  with  monitoring  so  as  to  not  use 
more  than  absolutely  necessary  for  two  reasons:  because  of  cost, 
and,  second,  because  of  negative  impact  on  the  environment,  on 
nontarget  species. 

So  all  of  these  components  have  to  fit  together,  and  the  consult- 
ative group  on  international  agricultural  research  today,  working 
with  the  national  institutes  scattered  around  the  world,  have  a 
very  broad  spectrum  of  research  activities  that's  being  carried  on 
to  achieve  this  goal. 
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Mr.  Penny.  Well,  how  satisfied  are  you  that  these  research  ac- 
tivities are  bearing  fruit?  What  level  of  commitment  is  being  given 
to  the  distribution  of  this  information  to  the  countries  most  in  need 
of  advancement  in  agriculture? 

Mr.  BORLAUG.  Well,  there  are  two  aspects,  of  course.  One  is  to 
generate  the  research  information  and  plant  materials,  the  know- 
how  and  the  management,  from  the  standpoint  that  it  permits  the 
expression  of  the  higher  genetic  yield  potential.  The  second  has  to 
do  with  the  transfer  of  that  technology  from  the  national  research 
centers  to  the  farmers'  fields,  as  you,  Mr.  Chairman,  questioned  Dr. 
Andersen  about.  That  transfer  has  been  largely  the  responsibility 
of  the  national  programs. 

Mr.  Penny.  Within  each  country. 

Mr.  BoRLAUG.  Within  each  country.  But  we,  the  International 
Research  Institutes,  do  have  regional  agronomists,  for  example, 
who  are  working  in  big  regions  where  certain  soil  problems  have 
common  characteristics,  and  they  are  helping,  on  a  regional  basis, 
the  national  program. 

There  are  quite  a  few  other  nongovernment  agencies  that  are 
also  moving  science  and  technology  from  experiment  stations  to 
farmers'  fields.  As  a  matter  of  fact,  one  of  the  programs,  Japanese- 
funded,  that  I'm  working  with  in  six  African  countries  at  the 
present  time,  is  transferring  technology  generated  by  the  Inter- 
national Agricultural  Research  Institute  of  the  CGIAR,  to  farmers' 
fields,  after  first  demonstrating  its  value  and  making  modifications 
in  the  package  of  practices  so  they  fit  better  together;  and  then  ex- 
tending it  commercially. 

Mr.  Penny.  Is  there  a  formal  commitment  on  the  part  of  AID  to 
linking  its  aid  effort  to  support  for  the  implementation  of  these  re- 
search recommendations?  Ajid  if  not,  why  not? 

Mr.  BORLAUG.  I'm  sure  it  has  varied  from  one  part  of  the  world 
to  another,  over  the  last  several  decades  since  USAID  came  to  be. 
I  can  speak  from  personal  experience  that  USAID,  in  the  case  of 
the  transfer  of  improved  technology  of  wheat  to  India,  Pakistan, 
Turkey,  and  in  quite  a  number  of  other  countries,  was  an  integral 
part  of  our  approach  to  assisting  those  nations  to  move  this  tech- 
nology onto  farms.  It  continues  to  be,  but  as  Professor  Andersen 
has  mentioned,  it  varies  from  one  country  to  the  other. 

Mr.  Penny.  Do  you  think  it  should  vary,  or  do  you  think  we 
should  have  a  basic  commitment  on  the  part  of  AID  that  when  they 
go  into  a  developing  nation,  that  they  have  a  partnership  with 
these  research  institutes  in  order  to  advance  the  delivery  of  this 
needed  technology  and  information? 

Mr.  BORLAUG.  This,  of  course,  is  extending  the  field  of  activity 
of  USAID,  but  permit  me  to  say  that  the  transfer  of  technology  is 
the  weakest  link  in  many  developing  countries,  and  very  often  the 
international  institutes  try  to  play  a  role  to  minimize  this  tremen- 
dous handicap.  There  is  a  "no-man's  land"  in  most  developing  coun- 
tries between  the  national  research  institute  and  the  Extension 
program.  They  are  of  different  levels  of  preparation,  and  this  con- 
tributes to  the  lack  of  communication.  The  international  institutes, 
through  their  regional  agronomists  and  their  regional  geneticists 
and  plant  pathologists  and  so  on,  try  to  make  that  linkage  a  bit 
more  realistic.  But  it's  one  of  the  weakest. 
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Mr.  Penny.  But  it  is  somewhat  haphazard? 

Mr.  BORLAUG.  Yes,  sir;  Mr.  Chairman. 

Mr.  Penny.  Whereas,  of  course,  here  in  the  United  States  the 
Hnkage  has  always  been  direct.  The  land-grant  universities  pro- 
vided most  of  the  research,  the  Extension  Service  was  required, 
frankly,  to  distribute  the  benefits  of  that  research 

Mr.  BORLAUG.  Yes,  sir.  There's  one  other  point  that  I  think  is  im- 
portant to  the  American  people,  the  International  Agricultural  Re- 
search Institutes,  the  CGIAR  system,  indirectly  have  contributed  a 
lot  that  feeds  back  to  improve  our  own  American  agriculture.  This 
is  not  generally  recognized  by  the  general  public. 

For  example,  just  to  mention  two  cases — and  there  are  many  oth- 
ers in  the  different  crops — two  people  in  particular  that  started  out 
in  Mexico  on  wheat  with  me.  One  is  now  an  outstanding  wheat 
breeder,  the  other  is  the  dean  of  agriculture  of  Cornell  University. 
After  leaving  Mexico,  he  spent  about  10  years  as  a  rice  breeder  at 
the  International  Rice  Research  Institute,  came  back  to  Cornell  as 
a  professor,  moved  up  the  ranks,  and  is  now  dean  of  agriculture 
and  director  of  the  experiment  station.  The  other  is  one  of  the  main 
wheat  breeders  of  the  southern  Winter  Wheat  region  in  the  United 
States;  he  also  started  his  career  with  us  in  Mexico. 

I  could  go  on  and  on  and  indicate  many  other  wheat,  rice,  and 
maize  scientists — now  working  in  the  U.S.A. — who  gained  valuable 
experience  while  working  in  the  international  agricultural  research 
centers.  So  there  is  a  big  feedback.  And  even  on  improved  varieties. 
The  introduction  of  the  dwarf  Spring  Wheats  that  were  developed 
in  Mexico  didn't  only  impact  on  production  in  India,  Pakistan,  Tur- 
key, Chile,  and  many  other  parts  of  the  developing  world,  but  they 
were  also  grown  and  still  are,  or  their  descendants,  in  California, 
Arizona,  New  Mexico,  south  Texas,  and  in  the  northern  Spring 
Wheat  region  of  your  part  of  the  U.S.A.,  Mr.  Chairman.  And  today 
many  of  the  current  U.S.  commercial  wheat  varieties  have  one  or 
more  Mexican  parents  in  their  pedigree.  So  in  many  ways,  there's 
a  feedback  both  into  U.S.  agriculture  to  the  benefit  of  the  world. 

Our  international  system  of  monitoring  diseases  has  resulted  in 
stable  rust  resistance.  It  was  the  result  of  training  a  lot  of  foreign 
young  scientists  in  Mexico  from  Asia,  from  Africa,  from  Latin 
America,  and  they  became  part  of  the  collaborative  network  so  that 
all  of  the  advanced,  best  experimental  wheats  were  incorporated 
into  a  yield  test.  The  Canadians,  the  Spring  Wheats  of  the  United 
States,  those  of  Southern  United  States,  Mexico,  and  all  of  Latin 
America  and  of  the  Near  and  Middle  East  were  grown  at  about  125 
locations  in  the  world  for  yield  and  disease  reactions;  and  by  using 
those  data  in  guiding  the  breeding  programs,  we  now  have  had  40 
years  of  stable  stem  rust  resistance  and,  more  recently,  leaf  rust 
resistance,  that  has  served  the  whole  world,  including  the  United 
States  and  Canada. 

The  international  CGIAR  system  is  an  integral  part  of  this  net- 
work. So  are  the  U.S.  agricultural  experiment  stations,  the  U.S. 
universities  and  the  Extension  system.  It's  all  linked  together. 

Mr.  Penny.  I  wanted  to  ask  you  about  a  related  matter,  and  this 
may  be  something  that  has  been  a  focus  of  the  international  re- 
search effort  in  recent  years.  That  is  the  potential  for  alternate 
crops,  and  I'm  thinking  more  specifically  crops  that  were  once  in- 
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digenous  to  certain  regions  and  part  of  a  stable  food  supply,  but 
have  since  been  replaced.  Has  there  been  consideration  of  any  ef- 
fort to  reestablish  some  of  these  crops  in  South  America,  Africa,  as 
perhaps  a  more  suitable  food  supply  than  the  traditional  grains, 
which  are  so  often  our  focus? 

Mr.  BORLAUG.  Yes,  sir;  Mr.  Chairman.  There's  been  some  excel- 
lent work  done  on  bringing  together  all  of  this  information  by  Dr. 
Noel  Vietmeyer  of  the  National  Research  Council — National  Acad- 
emy of  Sciences.  These  are  well  documented,  and  there  are  local 
places  where  this  germ  plasm  has  been  collected  and  brought  to- 
gether and  tested  under  the  CGIAR  in  part,  but  also  by  the  na- 
tional programs.  So  there  are  genetic  deposits  or  reserves  of  these 
species — some  of  them,  in  situ,  on  land,  but  more  often  in  refrig- 
erated facilities  where  viability  can  be  maintained  for  longer  peri- 
ods of  time. 

But  let  me  point  out  that  it's  very  difficult  to  take  one  of  these 
crops  that's  served  very  well  and  importantly  in  the  agriculture  of 
the  Incas  e.g.,  let's  say,  in  pre-Spanish  Latin  America,  and  to  make 
them  competitive  with,  let's  say,  the  potato  tuber  crop  of  today. 
Many  of  these  Inca  crops  are  also  tuber  crops  but  the  potato  has 
had  the  benefit  of  scientific  breeding  now  for  10  to  15  decades, 
while  in  these  other  crops,  there's  just  now  a  growing  interest; 
whether  enough  research  effort  can  be  put  into  some  of  them  to 
permit  them  to  "catch  up"  and  show  their  true  competitive  genetic 
yield  potential,  of  course,  we  don't  know. 

But  we  can  take  a  case  like  sorghum.  Sorghum  is  an  African  spe- 
cies, but  it  became  a  big  commercial  crop  in  the  United  States, 
through  research  done  in  the  United  States.  Some  of  that  improve- 
ment is  feeding  back  into  Africa  at  the  present  time.  Through  fur- 
ther improvement  of  that  crop  in  its  native  land,  the  CGIAR,  in  its 
programs  is  trying  to  extend  those  improved  types  of  sorghum  to 
African  farmers'  fields. 

Mr.  Penny.  Do  you  feel  that  the  funding  commitment  for  this  re- 
search is  predictable  and  adequate?  And  if  not,  where  do  we  turn 
for  additional  support? 

Mr.  BORLAUG.  I'm  very  fearful,  because  in  research  it  takes,  from 
our  experience,  10  to  15  years,  depending  on  what  level  you  start 
from,  to  develop  a  core  of  national  research  scientists  in  the  Third 
World  countries.  For  the  last  7  to  10  years,  in  many  of  those  coun- 
tries where  over  the  last  three  decades,  good  national  research  pro- 
grams had  been  built  up,  currently  because  of  indebtedness  and 
shrinking  real  budgets,  those  institutions  are  weaker  now  than 
they  were  10  years  ago. 

Now,  as  far  as  the  CGIAR  is  concerned,  it  also  plays  a  catalytic 
role  in  many  countries  and  tries  to  be  concerned  not  only  about 
international  research,  but  also  in  training  young  scientists  for  the 
national  level.  If  the  trends  on  budgeting  continue  as  they  have 
been  going  in  the  last  2  to  3  years,  starting  with  AID's  cuts  for  ag- 
riculture, this  trend  would  be,  I  think,  disastrous. 

Mr.  Penny.  How  much  of  the  budget  for  these  particular  re- 
search programs  is  provided  by  a  direct  U.S.  contribution? 

Mr.  BORLAUG.  About  15  and  20  percent  now.  It  was  25  percent 
for  many  years. 
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Mr.  Penny.  And  that  comes  out  of  which  fund?  Which  agency's 
allocation  provides  the  support  for  that  research? 

Mr.  BORLAUG.  USAID. 

Mr.  Penny.  USAID. 

Mr.  BoRLAUG.  Yes.  It  has  been,  until  recently,  the  largest  con- 
tributor, contributing  25  percent  of  the  total  budget  from  the  time 
of  inception  back  in  1971. 

Mr.  Penny.  Has  the  total  funding  level  for  this  research  been 
constant  or  declining? 

Mr.  BORLAUG.  It's  declined  30  percent  in  real  terms  in  the  last 
3  or  3^2  years. 

Mr.  Penny.  So  that  means  that  you  haven't  even  had  nominal 
growth  in  the  budget.  You've  had  a  nominal  decline. 

Mr.  BoRLAUG.  Yes — a  decline.  Loss  of  key  people. 

Mr.  Penny.  And  AID's  contribution  level  has  declined  in  that 
same  timeframe? 

Mr.  BORLAUG.  Yes. 

Mr.  Penny.  You  mentioned  in  your  testimony  that  AID's  support 
for  agriculture  declined  by  50  percent  since  1988. 

Mr.  BORLAUG.  That's  the  total. 

Mr.  Penny.  That's  total  agricultural  support  in  terms  of  agri- 
culture as  a  component  of  its  foreign  aid  grants  or  loans? 

Mr.  BORLAUG.  Right. 

Mr.  Penny.  How  do  you  think  that  might  be  influenced  by  the 
new  criteria  that  Director  Atwood  has  put  forward? 

Dr.  Andersen,  do  you  want  to  respond  to  that?  How  do  you  think 
the  commitment  to  agricultural  development,  agricultural  research, 
just  the  whole  panoply  of  agricultural  assistance — how  do  you 
think  that  will  be  impacted  by  the  new  criteria  that  Director  At- 
wood is  trying  to  apply? 

Mr.  Pinstrup-Andersen.  It  looks  like  agriculture  is  going  to  con- 
tinue to  get  a  very  small  and  probably  decreasing  amount  of  the 
smaller  total  amount  of  foreign  assistance  available.  I  have  re- 
viewed the  documents  from  AID,  and  there  is  not  a  very  strong  em- 
phasis on  agriculture  or  agricultural  research. 

Mr.  Penny.  Given  the  nature  of  the  economy  in  most  of  these 
countries — and  I  think  it's  a  safe  generalization  to  say  that  they're 
highly  dependent  on  agriculture,  and  it's  true  in  most  developing 
nations — what  sense  does  it  make  to  deemphasize  agriculture  in 
favor  of  other  AID  efforts? 

Mr.  Pinstrup-Andersen.  Not  a  whole  lot,  Mr.  Chairman.  It  real- 
ly doesn't  make  much  sense.  But  it  isn't  just  a  matter  of  agri- 
culture being  the  largest  sector,  it's  a  matter  of  if  you  want  the 
economy  to  grow  and  you  want  poverty  to  disappear  in  the  econ- 
omy, whether  it's  in  agriculture  or  nonagriculture,  you  start  with 
agriculture. 

Mr.  Penny.  Start  with  food  security. 

Mr.  Pinstrup-Andersen.  Start  with  food  security,  and  that 
means  agriculture  in  low-income  countries.  Now,  in  higher-income 
developing  countries,  such  as  Taiwan,  Korea,  Thailand,  Indonesia, 
that's  a  different  story.  But  let's  look  at  how  they  got  to  where  they 
are  today.  They  got  to  where  they  are  today  by  investing  heavily 
in  agriculture  and  agricultural  research.  The  spillover  effects  from 
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agricultural  growth  and  the  savings  in  productivity  because  of  re- 
search generated  economic  growth  in  the  rest  of  the  economy. 

There's  a  wonderful  report  on  this  matter  from  the  World  Bank 
called,  "The  Asian  Miracle."  Agriculture  gets  all  together  a  couple 
of  pages  in  there,  but  those  are  probably  the  most  important  pages 
in  the  whole  report,  because  they  provide  the  foundation  of  how 
these  countries  got  to  where  they  are  today. 

I  think  what  we're  about  to  do,  Mr.  Chairman,  is  to  pull  the  rug 
from  under  the  technology-generating  capacity  that  has  been  built 
up  since  the  early  1960's,  and  we're  doing  that  in  the  name  of  pro- 
tecting the  environment  and  poverty  alleviation.  I  would  contend 
that  if  you  wish  to  protect  the  environment,  and  if  you  wish  to 
eradicate  poverty,  we've  got  to  produce  more  food  at  a  lower  cost, 
and  that  means  on  the  land  that's  currently  available. 

It  is,  in  my  opinion,  a  disastrous  course  that  we  are  taking,  and 
one  of  the  problems,  of  course,  is  that  the  United  States,  together 
with  the  World  Bank,  FAO,  UNDP,  and  some  other  major  founda- 
tions— Rockefeller  and  Ford — were  the  leaders  in  setting  up  this 
productivity-generating  capacity,  this  agricultural  research  system, 
and  now  the  United  States  is  also  taking  the  lead  in  cutting  back 
on  the  resources.  We  have  been  told  we  may  be  faced  with  a  very 
large  cut  for  this  year  alone,  never  mind  what  the  future  brings. 
The  other  donors  are  looking  to  the  United  States  for  leadership. 
They  did  when  the  United  States  took  leadership  to  create  this, 
and  they're  doing  it  now  when  the  United  States  is  cutting  back. 

I  don't  know  that  the  CGIAR  is  being  singled  out,  because  there 
are  very  large  cuts  in  those  foreign  assistance  activities  that  are 
not  earmarked  by  Congress,  but  we're  certainly  not  being  singled 
out  for  protection,  and  it  probably  is  the  single  most  important  de- 
velopment project  that  we  can  point  to  with  very  high  rates  of  re- 
turns, with  millions  of  people  eating. 

I'm  sorry  I'm  getting  on  my  high  horse,  Mr.  Chairman,  but  it's 
very  important  to  me  that  we  keep  this  research  capacity.  It 
doesn't  have  to  be  the  CGIAR.  Institutions  come  and  go.  But  if  this 
one  goes,  we're  going  to  have  to  create  a  new  one. 

Mr.  BoRLAUG.  Mr.  Chairman,  may  I  interject  just  one  more 
point? 

Mr.  Penny.  Please. 

Mr.  BoRLAUG.  The  application  of  appropriate  high-yielding  tech- 
nology on  the  best  environment  or  natural  resource  base  for  agri- 
culture will  save  us  from  moving  onto  more  fragile  ecological  sys- 
tems where  the  erosion,  the  destruction  of  wildlife  habitat,  the  de- 
struction of  forest  would  be  disastrous  for  future  generations.  So 
the  major  emphasis  in  the  CGIAR  system  is  to  improve  the  produc- 
tivity to  meet  growing  demand  on  the  land  now  under  cultivation 
or  on  the  limited  additional  land  that  is  suitable  for  intensive  agri- 
culture. 

Sometimes,  because  of  new  technology,  like  the  opening  of  the 
"Cerrado"  in  Brazil,  very  acidic  soil,  through  a  combination  of  agro- 
nomic practices  to  correct  the  acidity  in  part,  but  especially  com- 
plemented by  varieties  that  tolerate  toxic  soluble  aluminum  and 
acidity.  This,  had  it  happened  10  years  earlier  or  20,  would  have 
saved  a  lot  of  the  Amazon  tropical  rain  forest,  but  it's  coming 
onstream  now.  Unfortunately,  a  lot  of  the  Amazon  has  been  logged 
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off,  but  these  are  the  kind  of  developments  that  technology  can  do 
to  leave  for  future  generations  those  land  resources,  that  should 
not  be  cultivated,  for  other  purposes. 

Excuse  me. 

Mr.  Penny.  No,  that's  fine.  I  do  appreciate  your  interjection.  I 
have  two  additional  questions  for  the  two  of  you,  and  then,  Tom, 
I  haven't  forgotten  about  you.  I've  got  a  few  questions  that  I  want 
to  direct  toward  you. 

On  page  3  of  your  testimony.  Dr.  Andersen,  you  have  a  chart  in- 
dicating the  developing  country  grain  production  per  person  in  the 
1950  to  1993  timeframe.  As  I  look  at  it,  it  appears  from  1950  to 
1953  there  was  a  very  rapid  improvement  in  the  situation,  then 
kind  of  fits  and  starts  throughout  the  remainder  of  that  decade, 
and  then  after  a  period  of  decline,  there  was  a  rapid  recovery  in 
the  1960  to  1963  timeframe,  and  then  throughout  the  next  15  years 
or  so,  gains  and  losses,  but  generally  a  gradual  improvement,  but 
then  another  very  rapid  period  of  increased  food  availability  be- 
tween 1978  and  1982. 

Are  there  any  commonalities  in  those  three  areas  of  significant 
growth  in  a  short  period  of  time?  Any  commonalities  in  terms  of 
international  commitment?  Maybe  it's  something  as  simple  as 
weather  patterns.  I'm  looking  for  any  observation  you  might  have 
to  explain  why  in  that  1950  to  1953,  1960  to  1963,  and  1978  to 
1982  timeframe  we  seemed  to  make  the  most  significant  progress, 
whereas  throughout  most  of  the  remaining  time  period,  it's  up  and 
down,  but  generally  a  slow  rate  of  improvement. 

Mr.  Pinstrup-Andersen.  The  first  period  from  1950  to  the  mid- 
to  late-1950's  was  primarily  expansion  of  agricultural  land.  There 
were  some  yield  improvements,  but  they  were  primarily  agricul- 
tural land  increases.  The  deep  drops  in  single  years,  like  I  think 
it's  in  1957,  are  probably  due  primarily  to  climatic  conditions,  as 
you  mentioned.  The  large  increase  in  the  early  1960's  was  due  al- 
most exclusively  to  new  varieties  in  rice  and  wheat  coming  out  of 
the  CGIAR  centers,  the  Rice  Institute  in  the  Philippines,  and 
CIMMYT  in  Mexico.  Then  we  had  another  couple  of  spurts  during 
the  1970's  toward  the  early  1980's,  and,  again,  that  is  due  pri- 
marily to  yield  increases  in  Asia  and  Latin  America,  with  some 
yield  increases  in  selected  African  countries,  such  as  Kenya  and 
Zimbabwe. 

Mr.  Penny.  Would  those  yield  increases  have  been  largely  tech- 
nology-driven, so  we've  got  land  expansion  in  early  1950,  new  vari- 
eties in  the  early  1960's,  and  then  appl5dng  new  production  tech- 
niques and  other  advancements  in  that  later  timeframe? 

Mr.  Pinstrup-Andersen.  Yes,  but  the  new  varieties  kept  coming 
out,  and  they  were 

Mr.  Penny.  So  they  were  a  contributing  factor? 

Mr.  Pinstrup-Andersen.  They  were  a  contributing  factor,  and 
primarily  in  the  area  of  pest  and  disease  resistance,  one  of  the 
tricks — and,  again.  Norm  Borlaug  knows  a  lot  more  about  this  than 
I  do,  but  one  of  the  tricks  that  we  have  up  the  sleeve  in  agricul- 
tural research  is  that  we  can  develop  varieties  that  don't  only 
produce  more  per  unit  of  land  during  good  times,  but  they  can  also 
be  resistant  to  many  of  the  pests.  This,  by  the  way,  is  extremely 
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important  for  reducing  unnecessary  chemical  pesticides  by  building 
resistance  into  the  crops  and  having  other  pest  management. 

But  if  I  can  make  one  additional  point,  I  think  what's  really  im- 
portant in  this  graph  is  what  has  happened  since  1983-1984 — 
namely,  a  stagnation.  Now,  if  everybody  were  well  fed,  there  would 
be  a  good  reason  why  there  would  be  no  need  to  produce  more 
grain  per  person.  The  problem  is  you've  got  a  billion  people  out 
there  that  earn  less  than  $1  a  day,  and  they  would  like  to  consume 
more  grain  if  they  could  afford  it.  That  is  why  the  stagnation  is  an 
indication  that  things  are  not  well,  things  are  absolutely  not  well 
on  the  production  side  or  on  the  consumption  side,  and  I  think 
what  we  may  be  faced  with  if  we  extend  this  to  the  year  2020  is 
a  slight  drop,  and  that's  what  frightens  me.  I  think  we  need  to  get 
back  in  and  get  yield  increases  of  the  kind  we  had  in  the  1960's 
and  1970's. 

Mr.  PEN^fY.  Thank  you.  My  last  question  for  the  two  of  you  has 
to  do  with  population  growth.  That's  the  other  side  of  the  equation. 
You've  really  got  two  variables  here  which  we  can  manipulate.  One 
is  our  productive  capacity  through  new  hybrids  and  through  genet- 
ics, et  cetera,  and  the  other  is  population  growth.  What  do  you  be- 
lieve to  be  the  most  effective  policy  to  pursue  if  we  want  to  better 
constrain  the  rate  of  population  growth  in  the  developing  world? 

Dr.  Borlaug. 

Mr.  Borlaug.  I  think  we  have  to  work  on  both  halves  of  this 
equation.  While  we  continue  to  increase  productivity — ^yield — and 
production  on  the  one  side  of  the  equation,  we  must  be  concerned 
about  the  population  growth  on  the  other. 

To  keep  these  in  some  reasonable  sense  of  balance — and  we 
haven't  done  this — in  the  Nobel  acceptance  speech  24  years  ago,  I 
said  that  we  had  won  some  battles  on  this  food  production  front  by 
what  happened  in  the  1960's  in  the  most  poverty-  or  hunger-strick- 
en parts  of  the  world,  but  that  that  was  simply  one  battle,  and  that 
the  relentless  advance  of  the  population  monster  continues;  I  pre- 
dicted that  we  had  to  get  a  handle  on  a  better  balance  between  the 
food  half  of  the  equation — our  ability  to  supply  food  and  the  other 
basic  necessities  for  a  decent  life  for  all  who  come  on  the  stage  of 
life — and  then  hopefully  through  education,  primarily,  to  tell  the 
world  that  science  and  technology  can  hold  the  line,  for  three  to 
four  decades.  We  have  spent  24  years  of  that  time,  and  I've  seen 
no  improvement  in  slowing  down  the  population  monster,  as  I  call 
it.  Its  relentless  advance  continues,  and  it  impinges  on  all  aspects 
of  life — the  environment,  the  forest,  the  wildlife,  the  erosion — all  of 
the  basic  resource  base  that  supplies  the  basic  needs  of  food  and 
fiber,  outdoor  recreation,  and  all  of  the  other  benefits. 

So  it's  a  complicated  situation,  and  if  we  ignore  the  population 
monster,  we  contribute  to  the  build-up  of  human  population's  great 
number  of  destitute  people  who  will  increasingly  be  fleeing  from 
poverty  in  many  of  the  underdeveloped  nations,  looking  for,  hope- 
fully, a  better  chance  elsewhere,  and  the  developed  nations  will 
harvest  part  of  this  whirlwind. 

Mr.  Penny.  Thank  you. 

Dr.  Andersen,  the  most  effective  strategies,  in  your  judgment,  in 
terms  of  controlling  population  growth? 
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Mr.  Pinstrup-Andersen.  Mr.  Chairman,  I  think  what  we  have 
to  do  is  to  assist  developing  countries  in  making  it  possible  for  low- 
income  families  to  change  their  behavior  toward  fertility.  There  are 
basically  three  ways  I  think  that  we  can  do  that.  One  is  to  help 
the  poor  become  less  poor,  to  help  them  keep  their  children  away 
from  dying.  When  families  are  faced  with  the  kind  of  misery  that 
many  of  the  poor  people  are  faced  with  where  they  have  a  high 
mortality  rate,  high  morbidity  rate  among  children,  extreme  pov- 
erty, not  knowing  where  the  next  meal  is  coming  from,  very  little 
success  is  likely  in  family  planning  efforts.  You  have  to  work  with 
people  to  make  their  living  conditions  such  that  it  makes  sense  for 
them  to  reduce  the  family  size. 

Second,  we  have  to  help  countries  make  available — and,  again, 
that  can  be  the  private  sector  or  it  can  be  the  Grovemment — make 
available  family  planning  measures  so  that  household  families  that 
wish  to  reduce  the  family  sizes  can  do  so. 

Third,  we  have  to  help  households  in  equalizing  the  decisionmak- 
ing power  within  it.  We  see  time  and  time  again  studies  that  show 
that  women  have  a  smaller  preferred  family  size  than  men,  but 
they,  in  many  cases,  have  virtually  no  control  over  the  decision  as 
to  the  weight  of  fertility. 

So  it  seems  to  me  that  those  are  three  areas  we  want  to  work 
on.  What  we  must  not  do  is  conclude  that  we  can  force  population 
growth,  because  we  can't.  It's  a  family  behavior  matter,  and  we 
have  to  assist  households  in  changing  their  behavior. 

Mr.  Penny.  Thank  you.  I  appreciate  your  responses. 

Mr.  Sheehy,  would  Russia  or  any  of  the  former  Soviet  Republics 
qualify  for  United  States  assistance  under  the  economic  freedom 
model? 

Mr.  Sheehy.  I  looked  at  it  within  the  context  of  the  administra- 
tion's proposal  with  the  various  titles.  The  index  would  be  applica- 
ble to  development  aid,  and  right  now  I  know  the  administration 
isn't  planning  on  putting  the  assistance  to  the  Soviet  Union  and 
the  former  Republics  within  title  I. 

I  would  advocate,  however,  that  we  do  look  at  putting  economic 
policies  at  the  forefront  of  our  aid  to  Russia  and  the  Soviet  Union. 
I  think  we  have  an  interest  in  seeing  the  reforms  advance.  Obvi- 
ously, we  also  have  some  other  interests  there — proliferation  and 
some  of  those  matters — which  I  think  should  also  be  considered. 

In  terms  of  development  aid,  in  areas  where  we  really  have  no 
strategic 

Mr.  Penny.  So  you  don't  have  a  quarrel  with  a  separate  category 
of  aid  focused  on  those  strictly  security  concerns? 

Mr.  Sheehy.  I  think  things  like  assisting  in  the  dismantlement 
of  nuclear  weaponry  and  so  forth 

Mr.  Penny.  Even  if  it  were  a  statist  government,  if  they  were  ex- 
pressing a  willingness  to  dismantle  weapons  systems,  you  wouldn't 
necessarily  rule  out  aid  for  that  purpose? 

Mr.  Sheehy.  No.  I  think  the  Executive  should  have  that  flexibil- 
ity. 

Mr.  Penny.  But  do  you  believe  that  the  economic  reform  pro- 
grams in  Russia,  just  to  be  very  specific,  are  strong  enough  to  put 
within  the  economic  freedom  index? 
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Mr.  Sheehy.  Well,  they  certainly  would  take  a  weakening  score 
of  late.  I'm  very  pessimistic  about  the  developments  there,  and  I 
think  that  the  backtracking  with  the  reform,  obviously,  that  would 
show  up  in  an  index,  and  right  now  I  don't  think  that  in  the  con- 
text of  what's  going  on  there  economically  our  foreign  assistance  is 
making  a  real  big  difference. 

So  that's  the  nature  of  the  index.  It  would  look  at  these  things, 
and  the  index  would  do  so  largely  apart  from  the  IMF  and  the 
World  Bank,  because  I  think  if  you  look  at  those  institutions,  they 
have  virtually  no  successes  over  the  last  20,  30  years.  I  think  the 
United  States  bilaterally  could  operate  in  a  much  more  productive 
way. 

Mr.  Penny.  Would  you  recommend  that  we  simply  withdraw  sup- 
port for  those  institutions  in  favor  of  bilateral  aid  only? 

Mr.  Sheehy.  I  think  they  probably  bring  some  things  to  the 
table,  but  I  think  we  shouldn't  tie  our  development  assistance,  the 
title  I  assistance,  to  supporting  IMF  and  World  Bank  structural  ad- 
justment programs,  which  is  what  we  largely  do  right  now.  As  I 
mentioned,  the  number  of  successes  just  aren't  there.  We're  looking 
around,  and  the  structural  adjustment  programs  on  the  whole 
haven't  been  successful. 

I  think  one  of  the  reasons — and  this  is  more  of  a  philosophical 
point  about  the  index — I  think  much  of  our  development  aid  toward 
developing  nations  has  been  very  paternalistic.  We're  always  striv- 
ing for  this  notion  of  partnership.  Well,  the  way  we've  been  operat- 
ing, the  developing  countries  have  no  respect  for  the  IMF  and  the 
World  Bank.  All  it  is  is  a  series  of  broken  promises.  I  think  we 
need — and  I  think  the  index  successfully  does  this.  It  puts  invest- 
ing by  the  United  States,  putting  our  money  where  we  think  it  can 
actually  have  the  best  effect,  and  I  think  that's  an  important  psy- 
chological difference. 

The  notion  of  partnership  is  vastly  oversold.  It's  become  a  buzz 
word,  and  I  just  don't  think  it  reflects  reality  in  terms  of  what's  on 
the  ground  and  how  people  in  developing  countries  think. 

Mr.  Penny.  In  developing  this  index,  how  would  we  make  a  deci- 
sion to  provide  aid  if  we  rank  all  of  the  potential  benefactor  na- 
tions? Would  you  recommend  that  we  provide  aid  from  the  top  of 
the  list  down  as  far  as  the  money  would  go? 

Mr.  Sheehy.  Sure. 

Mr.  Penny.  Because  part  of  my  concern  is  that  we  may  not  find 
very  many  nations  that  are  in  the  75  to  100  percent  range  on  an 
index,  let's  say,  if  you're  doing  a  100-point  scale.  There  are  very 
few  that  would  be  in  that  range  and  quite  a  few  that  wouldn't  even 
be  at  the  50  percent  level.  So  how  do  we  distinguish  between  na- 
tions? 

And  one  other  question  that  comes  to  mind  is,  do  we  want  to 
make  a  commitment  to  a  region  where  within  that  region  the  needs 
are  very  similar,  but  the  nature  of  the  (Government  and  the  nature 
of  the  economy  within  their  boundaries  may  differ  dramatically? 

Mr.  Sheehy.  That's  a  good  question  in  terms  of  the  index  score, 
and  I  think  we  should  have  the  flexibility  to  look  at  progress  being 
made.  Obviously,  if  a  country  scores  a  20  and  it's  making  signifi- 
cant progress,  I  think  that  should  be  the  measure  of  our  develop- 
ment support. 
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Mr.  Penny.  It  would  be  the  trend  line  more  so  than  the  entry 
level. 

Mr.  Sheehy.  Right.  A  country  that's  scoring  a  95  probably 
doesn't  need  a  whole  lot  of  aid  from  us. 

In  terms  of  the  regions,  that's  a  good  question  as  well.  I  do  think 
the  notion  of  development  assistance  should  be  largely  countries 
where  we  don't  have  the  strategic  interests,  where  we  don't  have 
the  things  like  assisting  nonproliferation,  the  drug  war,  if  that's  in- 
cluded in  the  package.  So  I  would  look  at  categories  of  developing 
countries  where  we  don't  have  those  other  factors. 

I  think  it's  important  to  put  development  assistance  and  have 
that  as  a  flexible  category  of  development  aid  and  have,  as  you 
mentioned,  the  separate  categories  for  other,  more  strategic  inter- 
ests, and  I  think  right  now,  with  the  demise  of  the  cold  war,  that's 
possible.  We  don't  have  strategic  interests  in  a  lot  of  places 
throughout  Africa,  and  I  think  that's  a  good  thing,  and  I  think  it 
allows  us  the  flexibility  to  truly  give  our  aid  to  countries  that  are 
undergoing  reform  instead  of  giving  them  to  Zaire,  because  they're 
assisting  rebels  in  Angola,  or  to  other  allies  in  the  Horn  of  Africa 
and  so  forth.  I  think  now  is  a  unique  time  to  recharter  our  foreign 
aid  and  enjoy  that  flexibility. 

Mr.  Penny.  Could  you  elaborate  just  a  bit  more  on  your  observa- 
tions of  the  administration's  proposed  aid  criteria — as  I  understand 
it,  the  population  environment,  democratic  reforms,  I  think  there 
are  a  couple  of  others — and  track  those  with  how  those  consider- 
ations ought  to  rank  alongside  the  economic  index  and  how  per- 
haps those  same  goals  can  be  achieved  if  we  primarily  focus  on  the 
economic  index  rather  than  population  control  per  se? 

Mr.  Sheehy.  Well,  looking  within  the  title  I  development  assist- 
ance, the  concern  I  tried  to  bring  out  in  my  testimony  is  that  the 
criteria — it's  fairly  vague,  the  legislative  language,  but  it  is  written 
out,  and  there  are  several,  and  it's  a  fairly  long  list,  and  then  at 
the  end  it's  amongst  other  criteria.  Some  of  these  concern  Grovern- 
ment,  the  so-called  need  of  the  country,  efforts  to  overcome  poverty, 
and  these  things.  My  concern  is  that  that's  so  flexible  that  the  eco- 
nomic aspect  of  our  allocation  decision,  which  has  been  there  really 
since  the  countries  began  restructuring  in  the  1980's,  is  going  to  be 
lost  amongst  all  these  other  criteria.  I  think  it's  important  to  put 
that  at  the  forefront  when  we  make  our  allocation  decisions. 

Mr.  Penny,  And  then  make  the  other  criteria  contributory? 

Mr.  Sheehy.  I  think  we  need  to  cut  down  on  the  number  of 
things  we're  striving  to  achieve  in  the  countries,  and  our  objectives 
largely  reflect  the  criteria,  if  you  look  at  it.  But  in  terms  of  the 
other  titles,  building  democracy — that's  the  one  that  comes  to  my 
mind — I'm  sure  there's  a  Middle  East  aspect  of  that.  But  I  would 
advocate  looking  to  apply  that  criteria.  I  think  there's  a  lot  of  room, 
and  while  the  administration  isn't  calling  a  lot  of  that  program- 
ming development  assistsince,  clearly  the  democracy  building  has  a 
development  aid  component  to  it.  The  program  for  the  Middle  East, 
the  peacekeeping  aspect,  development  aid  will  play  a  prominent 
role  in  that. 

And  I  think  it's  important  to  not  rationalize  our  foreign  assist- 
ance in  the  name  of  all  these  objectives  that  have  come  up.  Our  aid 
to  the  Middle  East  is  development  aid.  Our  interest  in  peace  in  the 
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Middle  East  will  come  about  by  long-term  economic  development. 
I  think  it's  important  that  the  language  is  phrased  in  such  a  way 
that  it  doesn't  legitimize  this  aid  for  reasons  other  than  develop- 
ment. 

I'm  not  sure  I  quite  got  at  your  question  there. 

Mr.  Penny.  That's  fine.  It's  helpful.  One  final  question,  and 
that's  who  best  to  deliver  the  aid.  I'm  specifically  interested  in  your 
attitude  toward  PVO's  as  recipients  of  AID  grants,  in  turn  doing 
our  development  work  for  us.  Is  that  the  right  route  or  an  inappro- 
priate avenue? 

Mr.  Sheehy.  I  think  many  of  the  PVO's  have  done  very  good 
work  throughout  Africa,  the  area  that  I'm  most  aware  of.  One  of 
my  concerns,  though,  is  that  much  of  the  PVO  work  aimed  at  basic 
human  needs  really  doesn't  have  an  end  point.  It's  infinite  assist- 
ance. How  do  we  decide  when  education  in  a  developing  country  is 
sufficient?  For  that  reason,  I  think  it's — and  recognizing  that  many 
of  these  countries  in  Africa  and  so  forth  are  undergoing  fundamen- 
tal transitions. 

Really,  that's  been  one  of  the  lost  stories  with  the  transformation 
of  the  Soviet  Union  and  Eastern  Europe,  that  African  countries  are 
undergoing  much  of  the  same  transition,  and  they  could  use  much 
of  the  same  technical  assistance  that  we've  offered  Eastern  Europe 
and  the  Soviet  Union.  Certainly,  American  PVO's  would  be  ade- 
quate to  address  that.  I  think  of  the  group  of  retired  executives  up 
in  Connecticut  that's  been  very  active  in  Eastern  Europe.  Well, 
those  skills  and  those  needs  are  just  as  applicable  in  Africa. 

Mr.  Penny.  It  strikes  me  that  using  the  formula  you've  advo- 
cated, that  in  some  instances  we  would  simply  not  attempt  to  pur- 
sue a  development  program,  because  the  recipient  country  would 
not  have  a  governmental  and  an  economic  infrastructure  that  was 
within  the  criteria.  In  those  cases,  there  still  may  be  situations 
that  arise  from  time  to  time  which  represent  a  humanitarian  crisis. 
We  may  still  go  in  at  that  level,  because,  as  Dr.  Andersen  said  ear- 
lier, we're  just  too  aware  and  too  civilized  in  the  1990's  to  ignore 
these  circumstances  when  they  crop  up. 

But  your  view  would  just  be  to  strictly  make  that  a  humani- 
tarian effort  and  not  to  pretend  that  we  can  involve  ourselves  in 
a  longer-term  development  program,  given  the  nature  of  the  Gov- 
ernment? 

Mr.  Sheehy.  I  think  so.  I  think  it's  very  important  to  separate 
development  assistance  from  humanitarian  aid. 

Mr.  Penny.  But  in  some  of  the  nations  that  would  fit  your  cri- 
teria, the  two  could  go  hand  in  hand,  because  there  would  be  a 
greater  prospect  of  a  payoff,  given  the  system  and  the  Government 
structure  that  we're  working  with? 

Mr.  Sheehy.  Hopefully,  a  country  doing  well  wouldn't  experience 
humanitarian  problems,  but  I'm  thinking  more  of  civil  strife. 

Mr.  Penny.  Civil  strife,  they  wouldn't,  but,  of  course,  the  weath- 
er-related phenomena  is  one  that  knows  no  borders. 

Mr.  Sheehy.  And  the  administration  is  moving  to  reduce  the 
number  of  countries,  and  I  welcome  this  move  in  terms  of  consoli- 
dating our  efforts.  We're  closing  some  AID  missions  in  Africa.  I 
think  that  was  long  overdue.  Some  of  the  missions,  the  cost  of  over- 
head was  exceeding  the  programming  there. 
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If  I  can  add  one  final  point  on  humanitarian  assistance,  I  would 
urge  the  committee  to  really  take  a  look  at  the  Somalia  situation. 
There's  a  gentleman  by  the  name  of  Michael  Maren  who's  done  ex- 
cellent work  on  the  ground  in  Somalia,  and  he's  documented  how 
humanitarian  aid  throughout  the  1980's  really  set  the  groundwork 
for  the  political  chaos  that  ensued  in  Somalia  and  led  to  the  civil 
war  there. 

So  often  the  humanitarian  aid  is  transformed  into  supposed  de- 
velopment aid  and  really  wreaks  havoc  on  an  economy,  which  was 
the  case,  and  Mr.  Maren — I  don't  have  the  background  to  critique 
him  on  this,  but  he  makes  a  very  damning  condemnation  of  the 
PVO's  for  perpetuating  the  dependency  in  Somalia  and  essentially 
destroying  the  economy. 

Mr.  Penny.  Thank  you.  You've  been  very  patient  with  me  and 
my  colleague,  Mr.  Allard,  but  there  were  a  lot  of  intriguing  sugges- 
tions brought  forward  by  this  panel,  and  I  appreciate  your  willing- 
ness to  stay  an  extra  period  of  time  to  satisfy  our  inquiries. 

With  that,  I  want  to  again  express  my  appreciation  to  the  first 
three  panelists.  I'm  going  to  call  a  2-minute  recess  to  allow  you  to 
retreat  and  to  allow  the  next  group  of  panelists — Mr.  Gibson,  Mr. 
Yanovitch,  and  Ms.  Vor  der  Bruegge — to  come  forward,  and  then 
we'll  proceed  with  the  next  panel. 

[Recess  taken.] 

Mr.  Penny.  Thank  you.  I  think  we're  set  to  go  with  the  second 
panel.  We  have  Tom  Gibson,  president  of  the  CARE  Small  Busi- 
ness Assistance  Corporation;  Lawrence  Yanovitch,  director  of  gov- 
ernment programs.  Foundation  for  International  Community  As- 
sistance; and  Ms.  Ellen  Vor  der  Bruegge,  vice  president  for  pro- 
grams. Freedom  from  Hunger. 

We'll  begin  with  you,  Mr.  Gibson,  and  go  right  down  the  table. 

STATEMENT  OF  THOMAS  C.  GIBSON,  PRESmENT,  CARE  SMALL 

BUSINESS  ASSISTANCE  CORP. 

Mr.  Gibson.  Mr.  Chairman,  I  appreciate  very  much  the  oppor- 
tunity to  take  part  in  this  session.  I'd  like  to  focus  my  remarks  on 
two  related  subjects.  The  first  is  that  of  small-  and  medium-size  en- 
terprises in  the  agrifood  sector,  generally  referred  to  as  SME's,  and 
the  immense  potential  they  hold  to  assist  food  production  and  dis- 
tribution in  developing  countries.  The  second  focus  is  on  the  truly 
impressive  potential  for  collaboration  between  private  voluntary  or- 
ganizations and  the  U.S.  private  commercial  sector. 

I  first  want  to  make  it  very  clear  that  I  am  not  advocating  devel- 
opment mechanisms  which  I  feel  are  in  any  way  superior  or  alter- 
native to  relief  efforts  or  grassroot  approaches  or  microenterprise 
assistance  or  large-scale  investment  in  infrastructure  programs. 
I'm  very  pleased  to  sit  on  the  panel  with  Freedom  from  Hunger  and 
FINCA,  and  would  be  equally  pleased  to  see  someone  from  the  IFC 
or  OPIC  beside  us.  We  all  represent  essential  and  complimentary 
elements  to  an  integrated  approach  to  sustainable  development. 

By  small-  and  medium-size  enterprises,  SME's,  I  mean  busi- 
nesses in  developing  countries  which  may  employ  15  to  150  people 
and  have  annual  revenues  of  between  $250,000  and  $2.5  million. 
This  is  much  smaller  than  small  businesses  are  defined  in  the 
United  States,  and  it  is  distinctly  larger  than  the  5-acre  family 
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farm  or  the  three-person  shoe  repair  shop  in  Guatemala  or 
Kazakhstan.  By  SME,  I  am  referring  to  30  people  processing  poul- 
try or  50  making  potato  chips  or  75  slaughtering  hogs. 

These  businesses  are  often  young  and  run  by  relatively  well-edu- 
cated, hardworking,  and  generally  decent  people.  These  are  not  the 
fast-buck  people  who  frequently  prey  on  struggling  economies.  They 
tend  to  know  their  employees  and  take  some  responsibility  for  their 
well-being,  and  they  tend  to  reinvest  their  profits  into  businesses 
rather  than  sending  the  money  abroad.  They  are  in  the  business 
of  adding  value  to  local  raw  materials  or  agricultural  production 
rather  than  in  engaging  in  the  production  or  trade  of  commodities, 
like  sugar  and  coffee  and  raw  lumber.  Thus,  these  SME's  help  to 
protect  the  local  economy  from  the  ravages  of  radical  price  swings 
on  the  international  markets.  They  are,  in  fact,  extraordinarily 
flexible  in  adapting  to  changing  markets  and  the  shifting  cir- 
cumstances of  an  emerging  or  transition  economy. 

There  are  studies  that  show  that  workers  in  small-  and  medium- 
size  enterprises  bring  home  more  income  to  the  family  than  either 
those  in  large  companies  or  microenterprises.  SME's  have  a  par- 
ticular political  as  well  as  economic  value.  They  are  often  the  first 
evidence  to  people  in  a  local  community  that  the  free  market  is 
working. 

As  important  to  a  developing  economy  as  they  are,  SME  entre- 
preneurs suffer  from  two  serious  problems  in  their  own  countries: 
they  have  little  access  to  technical  training  in  areas  like  cost  ac- 
counting, business  planning,  and,  above  all,  marketing;  they  can't 
get  to  the  foreign  or  more  sophisticated  partners  who  could  bring 
to  them  know-how;  and  they  can't  afford  consultants  who  might 
cost  $500  or  $1,500  a  day. 

They  also  lack  access  to  appropriate  investment  capital.  SME's 
generally  don't  have  the  organized  financial  data  and  collateral  to 
get  long-term  bank  loans,  particularly  in  tight  money  environments 
and  transition  economies  undergoing  structurad  adjustment  and  re- 
forms. Foreign  venture  capital  is  not  interested  in  small  projects 
where  financial  analysis,  legal,  and  travel  costs  may  run  too  high 
in  relation  to  the  expected  return.  And  in  most  developing  coun- 
tries, capital  markets  and  the  culture  of  equity  participation  have 
simply  not  yet  arrived. 

SME's  also  suffer  from  a  disadvantage  in  the  development  assist- 
ance community.  They  do  not  provide  much  of  an  emotional  re- 
sponse, and  they  don't  produce  numbers  with  a  lot  of  zeroes  at  the 
end.  They  are  too  large  and  too  commercial  to  be  normally  included 
in  grant-based  grassroots  or  microenterprise  programs,  and  they 
are  too  small  to  tap  into  development  finance  funds  of,  say,  the  IFC 
or  the  InterAmerican  Investment  Corporation.  A  microcredit  pro- 
gram can  finance  15  or  150  small  projects  with  $150,000  needed  by 
an  SME,  and  the  transaction  cost  for  the  same  investment  of 
$150,000  might  cost  the  IFC  or  a  foreign  investor  nearly  as  much 
as  the  amount  of  the  investment. 

The  question,  then,  is,  how  do  we  keep  transaction  and  technical 
assistance  costs  low  enough  to  provide  both  financing  and  know- 
how  to  SME's  on  an  economically  sustainable  basis?  One  approach 
to  this  dilemma — and  I  hope  not  the  only  one — is  that  of  the  orga- 
nization I  represent,  the  CARE  Small  Business  Assistance  Corpora- 
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tion,  known  as  CARESBAC.  CARESBAC  was  established  4  years 
ago  by  CARE.  CARESBAC  is  now  a  multimember  organization 
whose  owners,  in  addition  to  CARE,  are  the  Volunteers  in  Overseas 
Cooperative  Assistance,  VOCA;  the  International  Executive  Service 
Corps,  lESC;  the  Citizens  Democracy  Corps,  the  Citizens  Network 
for  Foreign  Affairs,  and  the  Environmental  Enterprises  Assistance 
Fund. 

CARESBAC's  function  is  to  provide  investment  capital  in  com- 
bination with  technical  assistance  to  small-  and  medium-size  busi- 
nesses, primarily  in  the  agrifood  sector.  Although  the  CARESBAC 
model  was  originally  designed  for  two  countries  in  Latin  America 
and  for  Poland,  it  was  in  Poland  where  we  first  were  able  to  estab- 
lish a  program,  and  we're  now  also  working  in  Bulgaria  and  in 
Russia.  All  three  of  these  projects  were  originally  capitalized  by  the 
proceeds  of  the  sale  of  donated  U.S.  agricultural  commodities  under 
section  416(b)  of  the  Agricultural  Act  of  1949. 

The  board  of  CARESBAC  is  firmly  convinced  that  the 
CARESBAC  model  is  also  appropriate  for  a  number  of  developing 
countries  in  Africa,  Asia,  and  Latin  America  and  is  firmly  commit- 
ted to  expanding  into  those  countries.  We  are  also  committed  to  as- 
sisting other  organizations  to  do  the  same  kind  of  development  that 
we  are  engaged  in. 

The  fundamental  strategy  we  recommend  is  to  address  the  prob- 
lems of  SME's  by  establishing  local  investment  funds — local  invest- 
ment companies — ^based  on  two  principles:  One,  reduce  operating, 
technical  assistance,  and  transaction  costs  by  calling  on  private 
sector  volunteers  and  by  asking  paid  professionals  to  accept  sub- 
stantial reductions  in  compensation;  and,  two,  invest  on  the  basis 
of  a  commercial  return,  without  imposing  the  high-risk  premium 
interest  rates  and  terms  of  a  purely  profit-maximizing  investor  or 
a  bank.  The  point  is  to  take  some  risks  to  invest  in  good  SME's 
which  otherwise  would  have  no  access  to  appropriate  financing, 
and  to  form  partnerships  with  them  wherein  technical  assistance 
needs  are  identified  and  met  at  the  outset  and  throughout  the  life 
of  the  investment. 

This  strategy  is  being  tested  now  in  CARESBAC-Polska,  which 
has  been  in  operation  in  Warsaw  for  2  years.  CARESBAC-Polska 
is  a  Polish-registered,  for-profit  investment  company  owned  by 
three  not-for-profits:  CARESBAC,  the  Polish  Cooperation  Fund, 
and  the  Foundation  for  Development  of  Polish  Agriculture,  which 
was  founded  by  Dr.  Borlaug  and  David  Rockefeller.  CARESBAC- 
Polska's  committed  capital  in  the  fund  is  about  $7.8  million,  pro- 
vided by  what  I  think  is  an  unprecedented  combination  of  sources, 
all  leveraged  from  counterpart  funds — they  include,  a  loan  from 
OPIC,  an  equity  investment  from  FDPA — the  Foundation  for  the 
Development  of  Polish  Agriculture — and  an  equity  investment  from 
the  European  Bank  for  Reconstruction  and  Development — the 
EBRD. 

CARESBAC-Polska  is  managed  by  a  combination  of  expatriates 
and  Poles.  The  operation  is  directed  by  a  U.S.  experienced  invest- 
ment banker  who  has  v?orked  tirelessly  for  compensation  which  is 
a  fraction  of  his  former  salary  and  market  value.  Moreover,  some 
of  the  most  competent  law  and  professional  firms  in  the  country 
have  donated  hundreds  of  thousands  of  dollars  worth  of  pro  bono 
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and  reduced-fee  services.  We  have  also  been  invaluably  assisted  by 
young  professionals  from  the  MBA  Enterprise  Corps. 

A  typical  investment  of  CARESBAC-Polska  is  a  $120,000  profit 
participating  loan  to  a  tissue  culture  producer  referred  to  us  by 
FDPA  and  assisted  by  a  market  survey  provided  by  lESC,  using  its 
network  or  private  sector  contacts  in  the  States.  Another  is  an  eq- 
uity investment  in  an  apple  concentrate  producer  for  which  a 
VOCA  volunteer  did  a  raw  materials  survey,  and  for  which  lESC 
is  now  performing  a  juice  industry  survey.  Another  investment  is 
in  the  privatization  of  a  pig  farm  in  which,  along  with  FDPA,  we 
believe  that  we  saved  about  80  jobs. 

We  believe  that  as  a  result  of  services  provided  by  our  partner 
PVO's  and  the  sacrifices  of  private  sector  professionals, 
CARESBAC-Polska  will  be  a  profitable  investment  company.  The 
earnings  on  CARESBAC's,  FDPA's,  and  the  Cooperation  Fund's 
shares,  however,  will  remain  in  Poland  to  be  not  only  reinvested, 
but  also  distributed  to  not-for-profit  humanitarian,  economic,  and 
environmental  programs.  This  is  what  we  would  like  to  call  one 
form  of  sustainable  development.  This  is  what  we  and  our  partners 
are  doing  in  Russia  and  in  Bulgaria  as  well,  and  it  is  what  we 
think  we  can  be  doing  in  Ecuador,  Zimbabwe,  and  other  developing 
countries. 

There  appears  to  be  no  example  of  a  country  which  has  pulled 
itself  up  out  of  poverty  and  hunger  by  either  a  sudden  infusion  of 
hydroelectric  plants  and  legions  of  consultants  or  by  piecing  to- 
gether an  economy  of  small  farms  and  independent  shops.  The  ex- 
perience of  the  international  development  assistance  community 
clearly  shows  that  an  integrated  approach,  with  essential  elements 
extending  from  family  planning  and  infant  feeding  all  the  way  to 
transport  infrastructure  and  banking  reform,  are  necessary  to  ad- 
dress the  dire  circumstances  of  the  developing  Third,  and  the  for- 
merly Second,  Worlds. 

SME  development  in  the  agrofood  sector  will  be  all  the  more  cru- 
cial to  an  accelerated,  integrated  development  approach  as  more 
and  more  countries  turn  to  a  free  market.  SME's  extend  their  bene- 
fits both  downward  and  upward  as  they  create  not  only  skilled  jobs 
from  unskilled  labor,  but  an  environment  of  equity  and  long-term 
investment  as  well. 

The  U.S.  private  sector  finds  the  cause  of  SME's  compelling  and 
is  willing  to  help.  I  would  simply  urge  that  those  efforts  in  the  aid 
community,  and  of  this  committee,  to  provide  human  and  financial 
resources  to  support  small-  and  medium-size  enterprise  develop- 
ment initiatives  be  continued  and  increased  in  order  to  tap  the  full 
potential,  not  only  of  SME's,  but  also  of  private  sector-PVO  collabo- 
rations. 

Thank  you. 

[The  prepared  statement  of  Mr.  Gibson  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you.  Next,  Mr.  Yanovitch. 
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STATEMENT  OF  LAWRENCE  YANOVITCH,  DIRECTOR,  GOVERN- 
MENT PROGRAMS,  FOUNDATION  FOR  INTERNATIONAL  COM- 
MUNITY ASSISTANCE 

Mr.  Yanovitch.  Mr.  Chairman,  Mr.  Allard,  Fd  like  to  thank  you 
for  allowing  the  Foundation  for  International  Community  Assist- 
ance, or  FINCA,  to  testify  today.  I've  been  asked  to  speak  specifi- 
cally about  FINCA's  model  of  promoting  sustainable  development 
through  credit.  The  message  that  we  would  like  to  deliver  to  your 
committee  is  that  credit  can  be  a  powerful  tool  for  helping  poor 
families  secure  their  long-term  food  security,  particularly  when  the 
loans  are  made  to  women. 

Using  a  methodology  which  FINCA  developed,  known  as  village 
banking,  we  have  been  providing  credit  to  the  rural  and  urban  poor 
in  Latin  America  and  Africa  for  over  10  years.  FINCA  now  reaches 
53,000  borrowers  worldwide,  93  percent  of  whom  are  women.  In  12 
countries,  FINCA  has  organized  over  2,000  village  banks,  which 
are  managed  by  the  local  communities. 

One  of  the  most  extraordinary  facts  to  me  is  that  the  officers  of 
FINCA  village  banks,  who  are  elected  by  the  community  and  who 
often  have  less  than  a  few  years  of  formal  education,  process  now 
over  2  million  loan  installments  a  year  at  a  current  on-time  repay- 
ment rate  of  97.55  percent.  The  banks  charge  commercial  interest 
rates. 

What  is  also  noteworthy  to  the  committee  is  that  FINCA's  first 
village  banks  were  capitalized  under  a  village-based  monetization 
scheme  of  title  II  resources  in  Bolivia.  So  what  are  the  implications 
for  title  II  programs?  FINCA  village  banks  provide  small  loans  to 
promote  the  self-employment  activities  of  severely  poor  mothers, 
the  same  population  which  is  the  traditional  recipient  of  Public 
Law  480  nonemergency  feeding  programs.  These  women  do  not 
need  to  become  dependent  on  food  rations.  What  they  need  is  a 
ticket  to  participation  in  the  economy,  and  access  to  investment 
capital  at  commercial  rates  is  a  major  first  step. 

The  question  which  is  often  asked  is  whether  the  small  loans 
really  have  an  impact.  The  answer  is  categorically  yes.  In  fact,  an 
AID  evaluation  recently  found  that  the  family  food  purchases  of  the 
average  borrower  doubled  in  one  FINCA  program  after  1  year  of 
participation. 

We  are  also  not  talking  about  large  capital  investments  to  obtain 
these  kinds  of  results.  The  average  loan  size  in  FINCA's  portfolio 
is  currently  $106.  What  can  a  borrower  do  with  such  small  loans? 
When  the  average  daily  income  of  first-time  borrowers  is  $2.15,  the 
sum  is  quite  significant.  Women  in  rural  households  tend  to  use 
their  loans  for  a  variety  of  rapid  turnover  investments,  such  as 
livestock  raising,  food  processing,  and  trading.  Some  village  banks 
also  extend  loans  for  crop  production. 

Brian  Atwood,  the  AID  administrator  who  intends  to  launch  a 
major  microenterprise  initiative,  visited  one  of  FINCA's  village 
banks  just  2  weeks  ago  in  El  Salvador.  As  with  many  visitors,  he 
said  he  always  supported  the  microenterprise  concept,  but  that  wit- 
nessing the  personal  transformation  that  occurs  with  these  very 
poor  women  is  what  convinced  him  most. 

Since  I  can't  take  you  to  a  village  bank,  allow  me  to  quote  you 
some  thoughts  of  a  FINCA  borrower  in  El  Salvador,  Francisca 
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Roja.  Francisca,  who  used  to  live  in  a  roadside  ditch,  is  now  a  pros- 
perous market  vendor  after  three  small  loans  under  $100.  These 
are  the  words  of  Francisca:  "When  you  have  been  as  poor  as  I, 
there  is  a  lot  of  shame.  Even  when  I  was  a  child,  people  wouldn't 
look  at  me.  I  guess  that  they  were  afraid  I  would  ask  them  for 
something.  Now  things  are  different.  I  can  spend  almost  twice  as 
much  for  food,  live  in  this  nicer  home,  buy  medicines,  and  save 
money.  I  feel  safer  now.  I  sleep  calmly  at  night  because  I  am  not 
so  worried  about  how  to  pay  back  a  moneylender.  I  don't  have  to 
prostrate  myself  before  anyone.  I  have  confidence." 

Francisca  is  1  of  29,000  borrowers  in  FINCA's  program  in  El  Sal- 
vador. Including  dependents,  the  program  is  reaching  over  150,000 
people,  or  15  percent  of  the  estimated  2  million  Salvadorans  living 
in  extreme  poverty. 

In  2  years  of  operation,  FINCA  has  opened  over  1,000  village 
banks  across  the  country  and  has  mobilized  over  $1  million  in  sav- 
ings. Despite  the  difficult  economic  transition  after  the  civil  war, 
the  repa3anent  rate  is  99.88  percent. 

Mr.  Penny.  Could  you  repeat  that  statistic,  the  repayment  rate? 

Mr.  Yanovitch.  Yes.  It's  99.88  percent. 

Mr.  Penny.  Thank  you. 

Mr.  Yanovitch.  The  program  is  supported  by  US  AID  and  will  be 
fully  self-fmancing  by  the  end  of  the  year.  Over  the  next  5  years, 
FINCA  anticipates  expanding  its  outreach  in  Central  America  to 
over  1  million  of  the  7  million  people  estimated  to  be  living  in  ex- 
treme poverty  in  the  region.  While  drawing  on  AID  resources  for 
seed  capital,  FINCA  hopes  to  finance  much  of  this  expansion 
through  loans  by  multilateral  development  banks  and  commercial 
sources. 

In  closing,  I  would  say  that  the  experience  of  FINCA  and  other 
NGO's  demonstrates  that  self-employment  credit  can  be  a  powerful 
tool  for  improving  the  food  security  of  even  the  poorest  families, 
particularly  when  given  to  women.  These  programs  can  also  be- 
come financially  sustainable  and  unlock  commercial  reserves  of 
capital  to  the  poor,  broadening  economic  participation  in  the  devel- 
oping economy  and  getting  at  the  root  causes  of  poverty. 

If  you  consider  the  potential  which  the  poor  have  to  undertake 
such  sustainable  development  activities,  it  is  difficult  to  see  the  ra- 
tionale for  most  nonemergency  feeding  programs.  It  seems  to  us 
that  NGO's  are  likely  to  be  able  to  have  a  far  more  lasting  impact 
on  improving  the  lives  of  the  poor  by  monetizing  surplus  food  com- 
modities and  investing  the  proceeds  in  sustainable  development 
strategies.  Credit  for  the  self-employed  poor  is  one  of  these  strate- 
gies which  not  only  helps  families  secure  their  economic  future,  but 
allows  them  the  dignity  of  depending  on  themselves. 

Thank  you. 

[The  prepared  statement  of  Mr.  Yanovitch  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you. 

Next,  Ms.  Vor  der  Bruegge. 
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STATEMENT  OF  ELLEN  VOR  DER  BRUEGGE,  VICE  PRESIDENT, 
PROGRAMS,  FREEDOM  FROM  HUNGER 

Ms.  VoR  DER  Bruegge.  Mr.  Chairman,  on  behalf  of  Freedom 
from  Hunger,  I  would  like  to  thank  you  for  this  opportunity  to  ad- 
dress the  committee. 

Freedom  from  Hunger  is  an  action/research  PVO  implementing 
innovative  solutions  to  hunger,  especially  in  rural  areas  of  develop- 
ing countries.  Global  hunger  is  a  huge  problem,  and  we  feel  that 
it's  essential  to  bring  together  people  who  have  a  vested  interest 
in  solving  the  problem  of  hunger  and  catalyze  a  process  that  gets 
at  the  root  causes.  Freedom  from  Hunger's  approach  to  doing  this 
is  a  strategy  called  Credit  with  Education. 

Credit  with  Education  begins  by  addressing  specific  needs  of  in- 
dividual women  who  are  the  principal  caretakers  and  food  security 
managers  for  their  households.  Their  problem  can  really  be  lumped 
into  three  categories:  Inadequate  food  or  money  to  purchase  food; 
the  lack  of  knowledge  and/or  use  of  good  health  and  nutrition  prac- 
tices; and,  third,  the  lack  of  knowledge  and/or  use  of  available 
health  services,  especially  immunization  and  family  planning. 

Credit  with  Education  considers  the  woman's  resource  manage- 
ment capabilities  and  decisionmaking  power  within  the  household 
to  provide  her  with  three  services.  The  first  is  a  bank,  a  village 
bank  similar  to  what  Lawrence  just  described  implemented  by 
FINCA,  where  she  receives  a  series  of  small  cash  loans  for  income- 
generating  activities  that  allow  her  to  put  her  ideas  and  energy  to 
work  to  increase  her  family's  income.  This  income  is  then  naturally 
used  by  the  woman  for  extra  and  better  food  for  her  family. 

The  credit  and  savings  which  come  through  the  village  bank  are 
really  not  enough.  There's  also  a  poverty  of  knowledge  about  basic 
health  and  nutrition  practices,  some  of  which  do  not  require  addi- 
tional resources.  Therefore,  the  second  service  that  Credit  with 
Education  offers  is  a  school,  a  family  survival  school  that  teaches 
the  woman  very  practical  basic  information  that  she  can  apply  to 
better  the  life  of  her  family.  The  information  is  tailored  to  the  spe- 
cific needs  of  that  location  such  as  what  to  do  when  your  child  has 
diarrhea,  one  of  the  major  killers  of  infants,  particularly  when 
they're  compromised  by  hunger;  how  to  breast-feed,  exclusively 
breast-feed  your  child  for  6  months;  how  to  begin  supplemental 
feeding;  where  and  how  to  get  your  child  immunized;  and  especially 
how  to  use  something  that  we  feel  is  most  important — family  plan- 
ning services. 

That  brings  me  to  the  third  service  that's  offered  by  Credit  with 
Education — a  support  group.  When  I'm  with  women  in  the  commu- 
nities, I  like  to  talk  to  them  about  if  you  put  money  in  your  pocket, 
it  doesn't  work.  If  you  put  the  ideas  and  information  in  your  other 
pocket,  they  don't  work.  You've  got  to  take  these  two  tools  and  put 
them  together  in  order  to  really  make  some  differences  in  your  life. 
We're  all  basically  human,  and  we  need  a  little  bit  of  extra  help 
sometimes.  I  think  Jenny  Craig  and  "Weight  Watchers"  and  cardio- 
rehab  groups  have  all  learned  what  it  takes  to  make  dietary  behav- 
ior changes  in  your  life,  and  this  is  what  Credit  with  Education 
does.  It  gives  them  that  extra  support  to  make  those  changes. 

Last  Thursday  I  was  in  a  village  bank  in  Honduras,  and  we  were 
discussing,  after  a  series  of  learning  sessions  over  a  number  of 
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weeks,  how  to  communicate  with  your  spouse  about  using  family 
planning.  It  was  really  very  moving.  The  women  had  enough  re- 
sources finally  to  purchase  family  planning  devices,  and  the  service 
was  available.  They  had  been  able  to  select  the  device  that  they  felt 
was  right  for  themselves.  But  there  was  one  woman  who  said,  "I'm 
34  years  old,  I  have  seven  children,  and  my  husband  won't  consider 
family  planning.  What  am  I  going  to  do?"  And  to  see  this  group  of 
women  helping  her,  advising  her,  encouraging  her!  The  solution 
they  came  up  with  was  that  one  of  the  women's  husband  was  his 
best  friend,  and  he  would  talk  to  his  buddy  about  helping  his  wife 
use  family  planning,  because  their  family  really  needed  it. 

Sustainable  development  types  like  to  use  the  old  adage,  "Give 
a  man  a  fish,  he  eats  for  a  day.  Teach  a  man  to  fish,  he  eats  for 
a  lifetime."  I  like  to  say,  enable  a  woman  with  resources,  cash, 
credit,  and  information — specific  health  and  nutrition  education — 
and  motivate  her  to  use  these  tools — with  her  support  group — and 
she  feeds  her  whole  family.  One  woman  managing  food  security  for 
her  family  takes  care  of  five  or  six  others  in  her  family.  That's  pret- 
ty good  leverage  when  you  think  about  it.  But  that's  just  one 
woman.  How  do  you  take  this  idea  and  make  it  happen  thousands 
of  times? 

Freedom  from  Hunger  has  a  rich  experience  of  putting  Credit 
with  Education  into  the  hands  of  local  NGO's  and  linking  them 
with  a  credit  source,  a  commercial  banking  institution,  in  order  to 
implement  Credit  with  Education  in  their  countries.  A  newer  and 
even  more  exciting  experience  has  been  to  work  directly  with  finan- 
cial partners  with  streamlined  systems  and  effective  training  which 
allow  a  field  agent  to  deliver  credit  and  education  together  to  about 
400  to  500  different  participants.  Four  or  five  such  field  agents  can 
cover  a  geographic  area,  and  in  2  to  4  years,  depending  on  the 
country  and  the  circumstances,  with  the  revenues  that  are  gen- 
erated from  the  commercial  interest  rates  that  are  charged,  this 
program  can  become  financially  self-sustaining. 

I'd  like  to  mention  that  in  our  5  years  of  experience,  we  have  a 
99  percent  repayment  rate,  similar  to  what  FINCA  has  also 
achieved. 

There's  room  for  many  people  to  participate  in  this  type  of  strat- 
egy. Freedom  from  Hunger  has  enjoyed  the  support  from  AID,  from 
IFAD  in  West  Africa,  from  UNICEF  in  many  countries,  just  to 
mention  a  few.  We  have  evidence  through  our  monitoring  and  eval- 
uation system  that  this  program  has  a  very  high  impact  on  issues 
of  health  and  nutrition  in  developing  countries  in  rural  areas,  some 
of  the  most  challenging  places  in  which  to  work. 

Credit  with  Education  is  as  tough  and  resilient  as  the  women 
who  implement  it,  it's  as  disciplined  and  cost-effective  as  the  bank- 
ing institutions  and  financial  institutions  that  implement  it,  and 
it's  ready  to  grow  as  big  as  organizations  like  AID,  UNICEF,  and 
others  want  to  take  it.  In  my  professional  experience,  it's  one  of  the 
most  powerful  and  financially  sustainable  solutions  with  which  I 
have  ever  dealt  in  dealing  with  issues  of  hunger. 

Thank  you. 

[The  prepared  statement  of  Ms.  Vor  der  Bruegge  appears  at  the 
conclusion  of  the  hearing.] 

Mr.  Penny.  Thank  you. 
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Mr.  Gibson,  I  don't  recall  in  your  testimony  a  reference  to  the  re- 
payment level  on  the  loans  provided  through  CARESBAC. 

Mr.  Gibson.  It's  a  little  more  complicated  than  it  would  be  with 
a  microenterprise  program.  Our  investments  average  about 
$175,000. 

Mr.  Penny.  Average  about  $175,000? 

Mr.  Gibson.  Yes,  about  $175,000. 

Mr.  Penny.  Per  project  or  per  company? 

Mr.  Gibson.  Per  company,  yes,  and  most  of  our  investments  are 
in  the  form  of  equity,  which  is  really  what  these  companies  need 
at  this  size. 

Mr.  Penny.  So  your  payback  is  based  on  the  growth  potential? 

Mr.  Gibson.  The  payback  is  dividends  plus  capital  gains  when 
our  shares  are  sold,  and  generally  our  shares  will  be  bought  back 
by  the  company  or,  we  hope,  bought  back  by  the  employees  or  by 
a  third  party  somewhere  maybe  5  years  after  the  investment  is 
made.  So  it's  hard  to  say,  but  it's  like  venture  capital. 

Mr.  Penny.  Yes,  I  understand.  And  the  investment  money  is  se- 
cured from  what  level?  Is  it  an  AID  grant?  Is  it  diversion  of  income 
from  other  donations  to  CARE?  Where  do  you  get  the  money  to  go 
into 

Mr.  Gibson.  It's  rather  unusual,  and  I  kind  of  ripped  through 
that  paragraph  awfully  fast  in  the  testimony,  because  it's  a  bit 
complicated,  but  the  initial  capital — we  have  three  of  these  in  oper- 
ation: Bulgaria,  Russia,  and  Poland.  The  initial  capital  came  from 
the  sale  of  donated  U.S.  agricultural  commodities  in  those  coun- 
tries, and  then  we  took  that 

Mr.  Penny.  So  this  is  a  monetization  program. 

Mr.  Gibson.  Well,  that  is  now  the  smaller  amount  of  the  capital. 
We  took  those  funds  and  we  leveraged  them  up.  In  Poland,  we 
have  a  $2.3  million  loan  from  OPIC,  we  have  a  $2.5  million  invest- 
ment from  EBRD  as  an  equity  partner,  we  have  $150,000  from 
Dr.  Borlaug's  Foundation  for  the  Development  of  Polish  Agri- 
culture  

Mr.  Penny.  So  you  took  the  proceeds  from  the  sale  of  U.S.  food 
aid  in  the  local  market,  and  then  leveraged  that  to  secure  match- 
ing— not  necessarily  matching  amounts,  but  contributions  from 
other  sources? 

Mr.  Gibson.  Exactly.  We  went  to  these  institutions,  and  we  said, 
"Look,  you  need  to  invest  in  small-  and  medium-size  businesses. 
You've  agreed  that  you're  having  a  hard  time  doing  it.  We've  got 
this  much  money"- 


Mr.  Penny.  "Can  you  supplement' 


Mr.  Gibson.  Exactly.  "We'll  put  up  ours  if  you'll  put  up  some  as 
well." 

Mr.  Penny.  Looking  at  the  situation  in  Poland  and  Bulgaria, 
there  is  extensive  demand  for  this  kind  of  capital.  How  do  you  de- 
termine which  firm  you're  going  to  work  with? 

Mr.  Gibson.  Well,  what  we  didn't  do  is  just  hang  out  a  shingle 
and  put  ads  in  the  paper  and  say,  "Come  one,  come  all."  We  want- 
ed to  have  kind  of  a  screening  mechanism,  and  as  Ms.  Vor  der 
Bruegge  said  very  well,  you've  got  to  have  capital  where  you  have 
technical  assistance.  So  the  first  thing  we  did  is  we  went  out  to 
lESC  and  VOCA  and  Citizens  Democracy  Corps  and  all  of  those 
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people,  and  we  said,  "What  are  the  businesses  you're  assisting  now 
who  can't  go  any  further  with  your  assistance  because  they  don't 
have  any  capital?,"  and  they  essentially  opened  their  portfolios  to 
us. 

Mr.  Penny.  So  the  groups  that  are  providing  technical  assistance 
are  sort  of  your  entree  to  identify  those  firms  that  are  ready  now 
for  the  next  phase,  which  requires  financial  assistance. 

Mr.  Gibson.  That's  where  80  percent  of  our  investments  in  all 
three  countries  are  coming  from,  from  those  organizations. 

Mr.  Penny.  Well,  that  seems  to  be  the  appropriate  linkup.  When 
you  went  in,  was  that  your  game  plan,  to  follow  VOCA  into  a  par- 
ticular venture? 

Mr.  Gibson.  Remarkably,  it  was  our  game  plan.  It  looked  won- 
derful as  a  model  and  had  all  kinds  of 

Mr.  Penny.  It  sounds  too  logical.  That's  why  I  wondered. 

Mr.  Gibson.  I  agree  with  you,  Mr.  Chairman,  it  does  sound  too 
good,  but  it  turned  out  to  work  out  even  better  than  we  expected. 

Mr.  Penny.  I  mean,  oftentimes  we  stumble  into  these  relation- 
ships. It's  remarkable  that  once  in  a  while  we  can  actually  plan 
ahead  and  our  plans  pan  out. 

Mr.  Gibson.  Well,  frankly,  it  took  us  so  long  to  raise  the  capital, 
we  had  some  time  to  do  some  homework. 

Mr.  Penny.  You  had  some  time  to  look  around.  In  Poland,  we 
have  what  is  called  the  United  States-Poland  Joint  Humanitarian 
Commission. 

Mr.  Gibson.  Yes. 

Mr.  Penny.  What's  your  relationship  with  that  organization,  and 
is  that  a  model  that  could  be  replicated  in  other  Eastern  European 
nations  or  former  Soviet  Republics? 

Mr.  Gibson.  I  would  certainly  think  so.  Our  first  instance  of  a 
relationship  with  them  was  in  a  poultry  slaughtering  project  where 
they  had  brought  in  a  concessionary  loan  that  really  wasn't 
enough.  VOCA  had  brought  in  a  technical  assistant.  Those  two 
things  weren't  enough.  They  needed  somebody  to  come  in  and  pro- 
vide some  more  capital,  and  we  came  in  with  a  $90,000  loan  to 
them  and  a  fairly  sophisticated  instrument,  and  that  brought  to- 
gether a  critical  mass  of  what  the  business  needed.  That's  how 
we've  worked  with  them. 

They  also  have  recommended  other  projects  to  us  that  they  were 
looking  at  right  now.  They  have  good  people  on  that  commission 
and  very  hard,  fast-moving  people  on  the  commission.  We've  liked 
working  with  them. 

Mr.  Penny.  When  you  look  at  some  of  the  larger  international 
lending  entities  and  the  sorts  of  projects  that  they  attach  them- 
selves to,  it  doesn't  seem  to  me  that  their  payback  is  any  more  lu- 
crative than  what  you  might  experience  on  this  equity  arrange- 
ment. So  why  is  it  that  those  institutions  seem  so  fixated  on  the 
larger  projects  rather  than  the  small-  and  medium-scale  enter- 
prises? 

Mr.  Gibson.  I  think  it's  because  they  can't  afford  to  do  the  small- 
er investments. 

Mr.  Penny.  Is  that  because  of  the  servicing  requirements,  and  do 
you  benefit  because  you've  got  volunteers  that  do  the  paperwork 
here? 
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Mr.  Gibson.  If  I  represent  an  organization  like  the  EBRD,  with 
$16  bilHon,  and  you're  a  lawyer  or  you're  an  investment  banker 
and  I'm  asking  you  to  take  a  50  percent  cut  or  more  in  your  normal 
compensation  to  do  this  good  work,  and  you  see  me  with  $16  bil- 
lion, you're  unlikely  to  take  that  cut.  CARE  SB  AC,  owned  by  CARE 
and  these  other  not-for-profits,  never  taking  their  money  out  of 
these  countries,  can  go  to  someone  like  that  and  say,  "Give  your 
time,"  and  we  get  a  pretty  good  response,  and  that  keeps  our  costs 
low  enough  to  do  this  sort  of  thing.  The  IFC  can't  get  away  with 
that,  even  if  they  try. 

Mr.  Penny.  Your  strength,  then,  is  also  tied  to  the  fact  that  the 
benefits  of  this  investment  all  stay  local,  whereas  there's  a  sense 
by  these  other  entities  that  there's  got  to  be  some  payback  that  re- 
covers for  them  some  of  the  cost  of  providing  the  aid. 

Mr.  Gibson.  Interestingly  enough,  none  of  the  people  who  have 
invested  in  the  institutions  that  have  invested  in  us  have  put  pres- 
sure on  us  to  conie  up  with  a  formula  whereby  we're  purchasing 
this  much  equipment  from  the  United  States  or  from  Europe  and 
so  forth. 

Mr.  Penny.  So  none  of  those  strings  are  attached. 

Mr.  Gibson.  Those  strings  are  not  attached,  plus  these  local  en- 
trepreneurs really  don't  send  their  money  out  to  Zurich  or  Miami. 

Mr.  Penny.  Bulgaria  seems  to  be  an  interesting  case.  I've  met 
with  a  variety  of  delegations  in  my  role  as  chairman  of  this  sub- 
committee, and  last  year  I  traveled  to  Davos,  Switzerland,  for  the 
World  Economic  Forum,  and  the  Bulgarian  governmental  leaders 
were  really  marketing  their  country  to  me  and  to  any  other  Amer- 
ican they  could  comer.  It  was  like  a  chamber  of  commerce  pitch 
where  they're  on  the  Danube  and  they're  on  the  Black  Sea  and 
they  have  a  history  of  economic  diversity,  and  they  want  American 
investment,  and  they're  the  entree  to  all  of  Eastern  Europe. 

So  it's  exciting  to  me  to  see  that  we're  on  the  ground  there,  but 
do  you  feel  that  the  United  States  is  engaged  in  a  constructive  and 
extensive  enough  fashion  in  Bulgaria,  or  do  you  feel  like  you're  still 
sort  of  breaking  ground  there? 

Mr.  Gibson.  I  think  we  could  have  all,  both  the  United  States 
and  the  Europeans,  moved  faster  in  Bulgaria. 

Mr.  Penny.  They  seem  more  eager  than  most  of  the 

Mr.  Gibson.  They  are  very  eager,  and  they're  very  forward-think- 
ing. They  have  some  trouble  sometimes  with  the  process  of  deci- 
sionmaking, let's  say.  I  have  the  honor  of  serving  as  the  chairman 
of  the  Bulgarian-American  Society,  which  is  a  United  States  group 
that  tries  to  help  this  country  because  it  kind  of  has  a  soft  spot  for 
Bulgaria,  and  I  do  have  that. 

I  think  we're  going  to  see,  as  Secretary  Eagleberger  said  not  too 
long  ago,  that  Bulgaria  is  the  best-kept  secret  in  the  former  Com- 
munist sphere.  But  I  think  what  we're  going  to  have  to  do  there 
is  help  the  Bulgarians  in  the  problem  they  have,  which  is,  let  us 
say,  diving  off  the  end  of  the  board.  We're  going  to  have  to  take 
some  risks  there  to  help  them,  and  they're  going  to  have  to  take 
some  risks  along  with  us,  I  think. 

Mr.  Penny.  But  your  experience  so  far  has  been  generally  posi- 
tive? 
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Mr.  Gibson.  It's  been  terrific.  In  fact,  of  the  three  countries, 
we've  actusJly  received  more  support  in  Bulgaria  throughout  both 
the  private  and  pubHc  sectors  than  in  the  other  two  countries,  Rus- 
sia and  Poland. 

Mr.  Penny.  Thank  you. 

Before  I  proceed  to  question  the  next  two  panelists,  I'll  grant  Mr. 
Allard  some  time  to  pursue  a  line  of  questioning. 

Mr.  Allard.  I  was  interested  in  how  much  you  talked  about 
using  some  rather  sophisticated  instruments.  I  was  interested  in 
some  more  detail  on  how  you  put  these  instruments  together  and 
whether  there  was — was  there  any  participation  from  a  host  coun- 
try of  the  aid?  How  much  individual  participation  within  the  coun- 
try went  into  these  instruments?  Any? 

Mr.  Gibson.  The  instrument  I  was  referring  to  when  I  brought 
that  up  was  actually  the  investment  instrument  itself  in  the  poul- 
try project  that  we  invested  in  along  with  the  Humanitarian  Com- 
mission, and  that — sort  of  hold  onto  your  hat — but  that  was  a  10- 
year,  nonamortizing,  participating,  subordinated  debt  instrument, 
which  was  designed  by  a  senior  partner  in  Hogan  &  Hartzen  who 
didn't  charge  us  for  his  services,  and  it  was  a  $90,000  investment 
and  probably  one  of  the  most  sophisticated  in  Poland  at  the  time, 
but  it  was  what  was  best  for  that  company.  Without  that  contribu- 
tion on  the  part  of  Hogan  &  Hartzen,  we  never  would  have  been 
able  to  afford  the  legal  fees  involved.  It  would  have  run  past  the 
amount  of  the  investment. 

Mr.  Allard.  On  any  of  these  programs  that  we're  talking  about 
here,  what  kind  of  participation  from  within  the  company  or  indi- 
viduals within  that  country  have  contributed  to  the  program?  Any 
at  all,  or  is  it  all  American  dollars? 

Mr.  Gibson.  Oh,  no.  Actually,  we  insist  on  a  51  percent  owner- 
ship locally,  which  doesn't  always  mean  that 

Mr.  Allard.  Excuse  me,  it's  not  clear.  Who  owns  the  51  percent? 

Mr.  Gibson.  Sorry.  Of  each  investment  we  make,  of  each  com- 
pany we  invest  in,  51  percent  of  the  shares 

Mr.  Allard.  So  you  want  majority  control. 

Mr.  Gibson.  No,  no.  Fifty-one  percent  of  the  shares  are  owned 
by  the  local  entrepreneur. 

Mr.  Allard.  I  see. 

Mr.  Gibson.  We're  not  doing  startups,  either.  We're  going  into 
companies  where  the  local  entrepreneur  has  made  the  investment, 
has  done  about  all  he  or  she  can,  and  needs  some  more  help,  but 
we  don't  want  to  take  control  of  these  things,  so  we  stay  a  49  per- 
cent or  less  investor  in  them. 

Mr.  Allard.  I  see.  Now,  I'm  going  to  change  over  to — well,  that's 
all  I  had  with  Mr.  Gibson. 

Mr.  Yanovitch,  on  your  community  banks — and  you  went  into  the 
community  to  set  these  up — obviously,  you  had  to  have  a  building 
to  operate  out  of,  and  you  had  to  have  somebody  who  was  a  man- 
ager and  everything.  How  did  you  go  about  selecting  the  individ- 
uals that  would  run  these  community  banks? 

Mr.  Yanovitch.  What  FINCA  does  is  we  work  through  local  non- 
governmental organizations.  We  set  up  actually  a  local  NGO  that 
has  a  local  board  of  directors,  and  then  that  NGO  identifies  a  vari- 
ety of  poor  regions  within  a  country  to  target,  and  they  have  exten- 
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sion  workers,  which  very  often  are  hired  from  the  local  regions, 
who  then  go  out  and  identify  poor  communities,  work  with  local 
leadership  to  determine  where  the  best  places  are  for  intervention. 
The  banks  themselves  are  run  by  members  of  the  community  who 
are  elected  by  the  membership  of  the  banks. 

Mr.  Allard.  They're  elected  by  this  coalition  of  small  banks? 

Mr.  Yanovitch.  Well,  each  individual  community  has  a  village 
bank,  and  the  members  are  about  30  to  50  members,  so  they're 
very  small,  and  they  elect  a  management  committee  from  their 
leadership,  generally. 

Mr.  Allard.  I  see. 

Mr.  Yanovitch.  And  then  FINCA  trains  these  management  com- 
mittees. 

Mr.  Allard.  Now,  when  you're  in  some  of  these  countries 

Mr.  Penny.  If  I  might  interject,  it's  like  a  very  small  credit 
union. 

Mr.  Yanovitch.  It's  a  very  tiny  credit  union.  The  difference  is 
that  it's  highly  decentralized.  Each  village  bank  determines  their 
own  loan  policies  and  procedures  within  a  given  framework  that  we 
provide  them.  So  the  idea  is  to  tailor  the  systems  to  their  individ- 
ual needs. 

Mr.  Allard.  Now,  are  these  strictly  consumer-type  loans  on  the 
bank? 

Mr.  Yanovitch.  Well,  you  can  never  tell  what  happens  in  the 
cash  flow  of  some  of  these  families,  but  they  are  paying  back — we 
ask  that  they  invest  in  productive  activities.  In  fact,  they  make  a 
commitment  to  that  at  the  beginning,  and  they  are  paying  back  at 
high  rates  and  expanding  their  credit  usage,  and  they're  increasing 
their  income.  So  we  have  every  indication  to  believe  that  most  of 
the  activities  are  productive. 

Mr.  Allard.  I  would  think  if  you're  in  an  area  that's  starting  to 
grow,  you  might  have  some  pretty  large  loan  requests  that  your 
small  community  banks  couldn't  meet.  So  then  where  does  that 
loan  go  from  there? 

Mr.  Yanovitch.  You  mean  as  a  borrower  wants  to  continue  to  go 
up  the  ladder? 

Mr.  Allard.  Yes.  Like,  in  this  country,  there's  a  limit  on  how 
much  they  can  handle  on  a  loan  because  of  our  banking  laws,  for 
one  thing,  that  sort  of  restricts  that.  Is  there  any  kind  of  restriction 
like  that  in  your  community  banks? 

Mr.  Yanovitch.  Well,  what  we  try  to  do  is  we  try  to  work  with 
the  very  poor,  so  we  start  off  with  loans  that  average  about  $50, 
and  we're  not  targeting  members  of  the  community  who  are  more 
established. 

Mr.  Allard.  So  large  loans  never  become  a  problem  for  you. 

Mr.  Yanovitch.  Well,  if  the  bank,  though — if  the  poor  begin  to 
progress  and  develop  and  grow  and  secure  their  economic  base, 
then  they  become  eligible  for  increasingly  larger  loans,  but  we  start 
off  at  the  base.  When  that  happens,  we  can  hook  them  up  with  a 
local  commercial  bank.  Like,  in  Costa  Rica,  we've  hooked  village 
banks  up  with  local  commercial  banks  that  actually  are — where 
they  started  off  with  $50  loans  and  now  are  at  loans  over  $2,000. 

Mr.  Allard.  Do  these  banks  become  self-supportive,  or  do  you 
continually  subsidize  them? 
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Mr.  Yanovitch.  All  of  the  village  banks  are  self-financing  from 
the  outset,  because  any  fees  that  are  needed  to  cover  salary  costs 
of  the  management  committees  are  paid  for  by  the  members.  But 
what  we  work  on  is  to  make  the  whole  system 

Mr.  Allard.  Excuse  me.  If  they're  poor  people,  how  do  they  af- 
ford those  fees? 

Mr.  Yanovitch.  One  of  the  most  fascinating  things  I  find  in  this 
whole  field  is  that  if  you  go  out  and  talk  to  most  of  the  borrowers, 
they're  in  fact  paying  interest  rates  ranging  from  100  to  300  per- 
cent to  moneylenders  for  a  lot  of  their  activities. 

Mr.  Allard.  So  you're  undercutting  the  local  bank  market. 

Mr.  Yanovitch.  We're  undercutting  the  local  moneylenders  or 
the  local  loan  sharks,  if  you  like. 

Mr.  Allard.  How  do  they  feel  about  that? 

Mr.  Yanovitch.  Well,  sometimes  it's  problematic  at  a  local  level. 
For  example,  we  worked  in  a  Buddhist  community  in  Thailand,  and 
they  said  that  we  were  trying  to  proselytize  Christianity,  and  some 
of  the  members  left.  But  over  time,  we  haven't  had  anything  vio- 
lent or  anything  of  that  scale. 

Mr.  Penny.  If  I  can  interject,  you  said  that  you  offer  the  loans 
on  a  relatively  short  repayment  schedule  of  6  months,  12  months 
perhaps  at  most.  At  locally  prevailing  interest  rates? 

Mr.  Yanovitch.  No,  actually,  we  charge  higher  than  the  local 
commercial  interest  rates.  We  structure  the  loans  so  that  we  can 
ultimately  finance  the  entire  institution. 

Mr.  Penny.  Give  us  an  example. 

Mr.  Yanovitch.  Thirty-six  percent. 

Mr.  Penny.  For  what  country,  and  what  would  that  compare  to? 

Mr.  Yanovitch.  For  example,  in  El  Salvador,  36  percent,  and  the 
commercial  rate  is  about  20. 

Mr.  Penny.  That's  what  you  charge,  and  the  commercial  rate  is? 

Mr.  Yanovitch.  About  20. 

Mr.  Penny.  About  20,  and  the  loan  sharks  are  an5rwhere 

Mr.  Yanovitch.  From  150  to  300. 

Mr.  Penny.  And  the  difference  is  that  while  they  could  get  a 
lower  rate  from  a  commercial  bank,  they  just  can't  get  the  loan 
there? 

Mr.  Yanovitch.  Exactly.  The  transaction  costs  are  too  high  on 
these  tiny  loans  for  the  banks  to  get  down  there,  and  they  don't 
have  the  technologies  nor  the  beliefs  that  they  can  do  it. 

Mr.  Penny.  And  the  bank  is  essentially  operated  based  on  the 
profit  from  those  interest  payments? 

Mr.  Yanovitch.  Well,  eventually,  after  3  to  5  years,  the  entire 
system  becomes  self-financing.  For  example,  in  Costa  Rica,  it  took 
about  6  years.  In  El  Salvador,  in  the  second  year  of  operation, 
we're  85  percent  self-financing.  In  Honduras,  it  took  3  years. 

Mr.  Penny.  And  then  the  other  question  that  Mr.  Allard  was 
pursuing  just  a  minute  ago  had  to  do  with  you've  got  a  limited  pool 
of  borrowers.  They  number  30  to  50  per  institution? 

Mr.  Yanovitch.  Yes. 

Mr.  Penny.  Do  you  keep  that  relatively  constant?  Some  come  and 
some  go?  Do  you  try  to  have  roughly  that  number  of  active  borrow- 
ers at  any  given  time? 
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Mr.  Yanovitch.  Well,  like,  in  El  Salvador,  the  average  member- 
ship is  about  32  borrowers.  We  have  over  1,000  village  banks.  The 
reason  why  we  keep  the  membership  small  like  that  is  because  you 
need  to  foster  the  group  solidarity.  If  you  have  too  large  a  group, 
they  won't  know  each  other.  See,  these  are  noncollateralized  loans, 
so  if  one  borrower  can't  pay  back,  the  entire  community  has  to  pay 
back  for  them.  That's  why  we  have  the  high  repayment  rates. 

Mr.  PEN>fY.  So  there's  a  lot  of  peer  pressure  and  peer  support. 

Mr.  Yanovitch.  Right.  Similar  to  the  Grameen  Bank. 

Mr.  Penny.  And  these  are  also  localized  in  the  sense  that  it's  a 
small  number  of  people,  but  they're  all  in  essentially  the  same 
neighborhood? 

Mr.  Yanovitch.  Exactly.  From  the  same  neighborhood  or  village 
community. 

Mr.  Penny.  And  if  certain  borrowers  have  need  for  a  larger  loan, 
do  you  ever  run  into  problems  where  that  loan  would  in  a  sense 
crowd  out  others  who  are  participants  in  that  institution? 

Mr.  Yanovitch.  Well,  what  we  do 

Mr.  Penny.  And  how  do  you  make  that  judgment? 

Mr.  Yanovitch.  Well,  a  borrower  progresses  in  the  system  based 
on.  how  much  they  save.  I'll  just  repeat  that.  A  borrower  progresses 
in  the  system  based  on  how  much  they  save.  So  if  you  start  off  with 
a  $50  loan,  your  next  loan  will  be  equivalent  to  the  $50,  plus  what- 
ever you  save.  So  if  you  save  $10,  you  move  up  to  $60.  So  you  go 
up  the  ladder. 

Now,  what  we  normally  do  is  have  a  $300  individual  loan  ceiling 
for  each  member.  Once  they  pass  that  loan  ceiling,  they  move  on 
to  a  new  kind  of  program,  if  we  have  one  available.  For  example, 
in  El  Salvador,  we  have  a  second-tier  program,  a  microenterprise 
lending  program,  and  we  graduate  them  up  to  that  level. 

Mr.  Penny.  Thank  you. 

Mr.  Allard.  Then,  these  small  community  banks  are  showing  a 
profit? 

Mr.  Yanovitch.  Yes.  In  fact,  the  savings  that  they  mobilize — be- 
tween 30  and  50  percent  of  the  portfolio  of  any  given  program  con- 
sists of  locally  generated  savings. 

Mr.  Allard.  If  there's  a  profit  and  there's  a  repayment  back  of 
99.88  percent,  which  is  better  than  any  bank  in  this  country,  why 
doesn't  the  private  sector  do  this? 

Mr.  Yanovitch.  Well,  it's  a  question  we  often  ask  ourselves. 
Some  has  to  do  with  lack  of  familiarity  with  the  market,  just  tradi- 
tional perceptions  that  the  poor  can't  pay  back.  Traditional  banking 
practices  just  don't  work.  You  can't  use  collateralized  loans  when 
you're  talking  with  people  who  are  living  below  subsistence. 

So  the  way  all  of  us — Freedom  from  Hunger  is  interested  in 
doing  this — we  want  to  link  up  with  the  commercial  banking  sec- 
tor. We  want  to  prove  to  them  that  this  is  a  viable  market,  and  the 
way  we  do  that  is  very  often  with  loan  guarantee  schemes.  We'll 
actually  deposit  a  certain  amount  of  money  in  a  guarantee  pro- 
gram, and  a  commercial  bank  will  provide  us  a  line  of  credit  that 
we  can  on-lend  through  our  system.  In  some  cases,  they  actually 
directly  lend  to  the  village  banks  that  have  reached  a  certain  matu- 
rity. 
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But  I  think  overall  what  we're  seeing  is  that  to  reach  the  very 
poor,  you  need  specialized  delivery  systems,  whether  it  be  through 
an  NGrO  or  through  a  commercial  bank  that  opens  up  a  special 
window  with  personnel  who  know  how  to  deal  with  these  clientele. 
But  in  short,  you  need  special  systems  for  reaching  the  poor. 

Mr.  Allard.  Does  the  bank  deal  pretty  much  with  cash,  or  do 
they  have  printing  things,  like  checks  and  everything  like  that,  or 
is  strictly  just  a  cash 

Mr.  Yanovitch.  All  through  cash,  although  what  we're  doing, 
too,  is  getting  some  of  the  borrowers  to  actually  go  to  commercial 
banks  and  establish  a  banking  account  with  the  commercial  bank 
so  that  they  become — to  become  familiar  with  how  it  operates,  and 
we  actually  issue  the  loans  through  the  commercial  bank. 

Mr.  Allard.  Now,  if  somebody  comes  into  the  bank  that's  poor 
and  they  want  the  money,  do  you  have  any  kind  of — the  question 
is:  How  do  you  determine  who  you're  going  to  bring  into  this  group 
of  30  or  50  people? 

Mr.  Yanovitch.  Well,  the  key  factor  here  is  that  all  the  members 
are  collectively  responsible  for  each  other,  so  it's  up  to  the  members 
to  determine  that. 

Mr.  Allard.  So  they  determine  who  their  membership  is? 

Mr.  Yanovitch.  Totally. 

Mr.  Allard.  And  how  do  you  establish  the  initial  membership? 

Mr.  Yanovitch.  The  village  worker  who  knows  the  community 
well  goes  out  and  talks  mostly  with  the  leadership  of  that  commu- 
nity, and  they  pull  together  the  members. 

Mr.  Allard.  I  see.  And  then  if  you  have — all  right.  Thank  you. 

Mr.  Penny.  I'm  curious  to  know  whether  there  are  countries  in 
which  the  FINCA  model  has  not  been  successful,  or,  if  you  don't 
have  countries  in  which  they  haven't  been  successful,  are  there  lo- 
calities where  the  effort  has  fallen  on  its  face?  And  in  each  cat- 
egory, either  the  country  level  or  the  local  level,  what  do  you  be- 
lieve the  factors  were  in  those  instances,  if  there  are  any,  where 
FINCA  has  failed? 

Mr.  Yanovitch.  There  are  several  instances.  The  first  was  our 
first  project  in  Bolivia.  We  hadn't  yet  honed  our  methodology,  and 
there  was  hyperinflation  at  the  time,  and  the  banks — although  we 
try  to  index  the  loans  to  local  commodities,  the  banks  decapitalize 
through  hyperinflation.  So  now,  for  example,  in  Peru,  we  index  the 
loans  to  the  value  of  the  dollar,  and  in  rural  areas,  they  do  index 
it  to  the  value  of  a  local  commodity. 

Here's  another  example  of  a  failure.  In  Mexico,  we  have  village 
banks  operating  on  the  border  of  the  United  States,  and  the  com- 
munities there  are  so  transient  that  you  don't  have  the  same  level 
of  solidarity,  and  we  had  many  instances  there  of  treasurers  run- 
ning ofT  with  the  savings  of  the  people.  So  what  we  instituted  was 
a  policy  whereby  a  treasurer  has  to  have  lived  in  the  community 
for  more  than  5  years  and  also  have  children,  so  that  gives  them 
more  of  a  grounding  experience. 

Haiti  was  another  example.  We  actually  are  operating  a  pro- 
gram, interestingly  enough,  in  Haiti  with  a  99  percent  repayment 
rate,  but  some  of  our  banks  collapsed  during  the  coup.  But  we  still 
continue  to  maintain  some  of  them. 
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Mr.  Penny.  What  share  of  the  loan  portfolio  is  dedicated  to  agri- 
cultural ventures?  And  I'm  sure  that  varies. 

Mr.  Yanovitch.  Yes,  it  does.  Our  program  in  Costa  Rica  is  pure- 
ly an  agricultural  model,  so  it's  virtually  100  percent. 

Mr.  Penny.  And  is  this  within  city  limits  as  well? 

Mr.  Yanovitch.  No,  most  of  the  program  in  Costa  Rica  is  coun- 
tryside. But  generally  what  we  did  is  we  started  off  with  an  agri- 
cultural lending  model,  and  then  we  moved  more  and  more  to  off- 
farm  enterprise  kind  of  activities,  the  repertoire  of  investments 
that  women  generally  engage  in.  So  there  are  two  kinds  of  FINCA 
models,  one  which  is  agriculturally  focused  and  another  which  is 
focused  on  short-term  4-month  loans.  Of  the  4-month  loan,  the  bulk 
of  our  portfolio  is  in  that  area,  and  if  we're  working  in  a  rural 
area 

Mr.  Penny.  It  has  to  be  a  longer-term  proposition  in  most  cases, 
doesn't  it? 

Mr.  Yanovitch.  Yes,  and  the  activities  the  women  invest  in  are 
like  animal  husbandry,  trading,  agriculturally  rated  trading,  and 
micromanufacturing,  food  processing. 

Mr.  Penny.  Similar  to  the  American  model  of  loaning  in  the 
planting  season  and  recovering  in  the  harvest  season. 

Mr.  Yanovitch.  Exactly. 

Mr.  Penny.  What  are  the  biggest  constraints  for  entrepreneurs 
in  terms  of  expanding  their  enterprises  beyond  the  scope  of  FINCA, 
the  level  of  assistance  that  you're  able  to  provide? 

Mr.  Yanovitch.  I  think  that  inasmuch  as  most  of  our  borrowers 
are  women,  they  do  a  lot  of  their  activities  somehow  in  the  space 
of  a  household,  and  when  they  want  to  expand  to  actually  set  up 
a  shop  or  a  fixed  business,  that's  a  big  psychological  leap  for  them. 
So  there's  the  psychological  leap. 

The  other  problem  is  that  they  need  more  technical  assistance 
and  business  training,  and  that's  something  that  FINCA  is  starting 
to  learn  a  lot  more  about,  in  addition  to  providing  the  credit. 

Mr.  Penny.  What  does  a  man  have  to  do  to  get  a  loan  from  your 
bank? 

Mr.  Yanovitch.  A  man? 

Mr.  Penny.  Yes. 

Mr.  Yanovitch.  Well,  he  has  to  convince  his  wife.  [Laughter.] 

What  we  do  is  we  start  off  with  women,  because,  like,  in  Africa, 
we  found  as  soon  as  we  organized  mixed-gender  banks,  the  men 
would  immediately  take  over  the  operation,  even  though  the 
women  would  be  a  lot  more  effective. 

Mr.  Penny.  Sort  of  like  Congress.  [Laughter.] 

Mr.  Yanovitch.  So  we  start  off  with  the  women,  and  then  if  the 
women  see  that  there  are  some  men  who  are  responsible  in  the 
community  who  they  trust,  then  they  will  allow  men  into  the  bank. 
But  there  aren't  that  many  cases.  [Laughter.] 

Mr.  Penny.  Thank  you  for  your  candor.  [Laughter.] 

I  have  just  a  few  questions  for  Ms.  Vor  der  Bruegge. 

In  which  countries  would  you  judge  your  program  to  be  most  suc- 
cessful, and  why?  What  are  the  special  characteristics  of  those  op- 
erations? 

Ms.  Vor  der  Bruegge.  Some  of  our  most  exciting  programs 
right  now  are  in  West  Africa,  and  I'd  say  the  other  region  of  the 
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world  where  we're  having  some  exciting  success  is  in  Bolivia,  in 
Latin  America.  We  have  found  ways  of  joining  forces  with  financial 
institutions  as  the  implementing  agent.  We  have  credit  unions  in 
Burkina  Faso  and  the  rural  banking  system  in  Ghana  whose  field 
agents  are  going  out  and  actually  delivering  both  the  credit  and  the 
education  services  that  we  have  to  offer. 

It's  exciting  because  we're  energizing  businesses  that  have  longed 
to  reach  populations  such  as  women  in  rural  areas  with  a  mecha- 
nism that  allows  them  to  do  it  profitably,  and  they're  really  quite 
good  at  it.  It's  very  exciting. 

Mr.  Penny.  It  sounds  as  if  your  strategy  is  very  similar  to  that 
of  FINCA  in  that  you  have  credit  unions  or  support  groups,  all  of 
whom  are  borrowers — if  not  current  borrowers,  at  least  intermit- 
tent borrowers — with  the  facility.  Is  the  education  component  a 
value-added  component  of  your  program  that  would  be  different 
than  what's  offered  through  FINCA?  Because  it  seems  to  me 
there's  also  some  education  component  to  what  they're  doing.  But 
is  there  an  aspect  of  the  education  program  in  your  case  that  dis- 
tinguishes it  from  the  sort  of  financial  education  component  of  the 
FINCA  program? 

Ms.  VOR  DER  Bruegge.  Yes,  there  is,  if  I'm  not  mistaken.  I've 
not  visited  too  many  of  the  FINCA  programs,  but  we  are  in  pretty 
constant  communication.  Our  structure  is  very  similar,  and  the 
mechanisms  that  Lawrence  was  describing  in  how  the  meetings 
take  place  are  very  similar. 

What  Freedom  from  Hunger  does  is  it  takes  advantage  of  the 
weekly  meetings — and  our  credit  associations,  which  is  what  we 
call  them,  meet  weekly  for  their  repayment — and  use  that  meeting 
as  an  opportunity  to  have  a  learning  session,  which  is  not  a  lecture, 
but  it's  a  facilitated  discussion  of  identifying  problems  that  exist  in 
the  community,  looking  at  local  resources  and  solutions,  and  then 
the  motivational  aspect  to  really  take  these  ideas  and  implement 
them  to  help  each  other  get  over  local  taboos  and  customs  and 
scolding  mothers-in-law  that  make  it  difficult  to  try  some  of  the 
health  and  nutrition  technologies  that  can  really  make  a  difference. 

So  we  have  the  education  component  in  health  and  nutrition  and 
in  microenterprise  development  as  well. 

Mr.  Penny.  In  all  three,  whereas  yours  would  be  more  strictly  fo- 
cused on  the  economic  education. 

Mr.  Yanovitch.  Right.  We  haven't  taken  advantage  to  the  same 
degree  that  Freedom  from  Hunger  has  of  the  opportunity  to  intro- 
duce nutritional  education.  Some  of  the  programs  do.  But  Freedom 
from  Hunger  evolved  from  an  organization  that  focused  on  the  spe- 
cific issue  of  nutritional  education,  whereas  we  are  one  coming 
from  the  economic  angle,  and  we're  kind  of  meeting  somewhere  in 
the  center  here. 

Mr.  Penny.  But  in  both  cases,  you  serve  that  goal. 

Mr.  Yanovitch.  Right.  Absolutely. 

Mr.  Penny.  The  self-sufficiency  of  the  family  is  absolutely  essen- 
tial to  the  improved  nutritional  intake  for  the  children  within  the 
family,  so  even  without  doing  an  educational  component,  you're 
providing  the  resources  to  take  care  of  that  larger  need. 

I  find  this  fascinating.  I'm  curious  to  know,  in  which  countries 
are  both  organizations  present?  Quite  a  few? 
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Mr.  Yanovitch.  FINCA  is  present  throughout  Central  America, 
Mexico,  the  Caribbean 

Mr.  Penny.  So  you'd  overlap  all  throughout  Central  America? 

Ms.  VOR  DER  Bruegge.  We  overlap  in  Honduras,  I  think,  in 
Central  America. 

Mr.  Yanovitch.  We  overlap  in  Honduras,  yes,  and  then  we're 
also  starting  in  East  Africa,  and  we're  trying  to  do  something  in 
the  NIS,  but 

Mr.  Penny.  But  you're  not  in  West  Africa,  where 

Ms.  VOR  DER  Bruegge.  Which  is  where  we  have  a  cluster  of  pro- 
grams. 

Mr.  Penny.  But  you're  both  in  Central  America? 

Ms.  VoR  DER  Bruegge.  Right. 

Mr.  Penny.  And  in  those  countries  where  you're  both  on  the 
ground 

Mr.  Yanovitch.  Are  we  collaborating? 

Mr.  Penny.  Yes.  I  mean,  not  that  you  have  to,  but  certainly 
there's  no  need  for  you  to  both  be  in  the  same  neighborhood,  and 
I'm  just  kind  of  curious  to  know  the  relationships,  the  degree  of  co- 
operation, collaboration  at  any  level. 

Mr.  Yanovitch.  Go  ahead. 

Ms.  VOR  DER  Bruegge.  I  think — and  Lawrence  can  corroborate 
this — we  do  a  lot  of  talking  together  and  looking  at  strategies.  Our 
model  is  very  similar.  We  build  on  the  strengths  that  FINCA  first 
began  to  test  and  use.  A  lot  of  technical  meetings  take  place  with 
Freedom  from  Hunger,  FINCA,  and  other  organizations  locally.  I 
know  that  we  housed  a  workshop  in  Honduras  that  FINCA  at- 
tended, and  the  groups  know  about  each  other.  The  country  is  such 
that  they're  just  in  different  locations.  We  serve  more  of  a  rural 
population.  FINCA,  in  Honduras,  is  closer  to  the  urban  centers. 

Mr.  Penny.  Does  that,  then,  lead  to  a  loan  portfolio  that  involves, 
in  your  case,  longer-term  loans  due  to  the  agricultural  nature  of 
those  loans? 

Ms.  VoR  DER  Bruegge.  Actually,  it  doesn't.  Our  loan  cycle  is  16 
weeks,  4  months,  more  or  less. 

Mr.  Penny.  So  it's  very  similar. 

Ms.  VOR  DER  Bruegge.  And  it's  mostly  food-oriented  types  of  in- 
come-generating activities,  but  not  typically  long-term  agricultural 
activities.  Those  are  higher-risk  type  loans,  for  one  thing,  and  this 
is  a  system  that  allows  women  who  are  really  involved  in  the  infor- 
mal economy  anjrway  to  capitalize  and  perform  more  profitably  a 
lot  of  the  types  of  activities  that  they  already  do 

Mr.  Penny.  So  it's  either  packaging  food  for  distribution  at  some 
retail  outlet,  or  it's  doing  value-added  in  your  home,  selling  at 

Ms.  VOR  DER  Bruegge.  Buying  in  bulk  and  selling  in  smaller 
quantities,  raising  small  animals  that  have  a  faster  turnaround. 
There  are  just  an  infinite  variety  of  things  that  they  find  locally. 
We  could  never  begin  to  come  up  with  the  ideas. 

Mr.  Penny.  In  most  of  these  instances,  are  you  dealing  with  fam- 
ilies that  have  another  source  of  income?  There's  a  spouse  that's 
also  working  in  some  pursuit? 

Mr.  Yanovitch.  Well,  in  El  Salvador,  about  35  percent  of  our 
borrowers  have  been  abandoned  or  have  lost  their  husbands  in  the 
war.  Of  those  that  do  have  spouses,  yes,  very  often  they're  maybe 


48 

agricultural  laborers  or  have  some  other  source  of  income  working 
in  factories  for  wages,  or  sometimes  the  families  actually  have 
small  pieces  of  land  and  are  small-scale  farmers  at  a  very  micro- 
level. 

Mr.  Penny.  But  the  loans  are  generally  tied  to  some  distinct  ac- 
tivity and  not  to  the  larger  farm  operation?  Not  that  these  farms 
are  large,  but  the  overall  farm  operation? 

Mr.  Yanovitch.  Well,  what  happens — it's  basically  working  cap- 
ital loans,  so  the  families  engage  in  a  whole  variety  of  activities. 
A  woman  will  proclaim  that  she's  investing  it  in  pigs,  but  she  may 
be  engaged  in  trading  and  all  sorts  of  other  activities.  So  it  goes 
into  the  overall  cash  flow. 

Mr.  Penny.  You're  not  that  particular  as  long  as  it's  profitable 
for  them  and  the  payback  occurs. 

Mr.  Yanovitch.  No. 

Mr.  Penny.  How  often  do  these  loans  have  to  be  covered  by  the 
other  credit  union  members?  And  I  use  that  term  only  because 
that's  the  familiar  structure  to  me,  a  credit  union. 

Mr.  Yanovitch.  I  would  say  maybe  5  percent  of  the  time.  We  ac- 
tually don't  have  rigorous  data  on  that. 

Mr.  Penny.  Do  you  drop  that  borrower,  then,  as  a  consequence 
of  a  failed  repayment?  How  is  that  dealt  with,  and  how  do  the  indi- 
viduals within  the  lending  community  deal  with  a  neighbor  who 
has  shifted  their  burden  onto  them? 

Mr.  Yanovitch.  Well,  that's  why  the  savings  are  so  important. 
It's  up  to  the  community  to  decide.  FINCA  provides  a  loan  to  the 
village  bank,  and  if  the  village  bank  can't  pay  back  on  time,  then 
FINCA  does  not  extend  an  additional  line  of  credit  until  they  can 
pay  back.  So  there's  a  lot  of  pressure  on  the  bank  membership  to 
do  that. 

So  if  a  borrower  can't  pay,  it's  up  to  the  community  to  determine 
why.  If  it's  because  their  chickens  got  sick,  then  they  can  renego- 
tiate with  that  individual  and  draw  on  the  savings  to  cover  for  her 
for  a  given  time.  If  the  person's  an  alcoholic,  very  often  they'll  expel 
the  person  from  the  bank  and,  again,  draw  on  their  savings  to 
cover  the  loan.  If  the  person — for  example,  one  borrower  actually 
died  in  Managua,  and  they  used  their  savings  to  cover  and  actually 
gave  a  little  bit 

Mr.  Penny.  So  it's  the  collective  savings  that  are  used  to  make 
sure  that  the  overall  loan  volume  is  repaid  on  schedule. 

Mr.  Yanovitch.  Exactly. 

Mr.  Penny.  And  the  savings  expectation,  is  that  a  set  amount, 
and  is  it  based  on  how  much  you  borrowed,  and  that  then  requires 
a  certain  amount  of  savings  in  addition  to  the  repayment  on  that 
loan  itself? 

Mr.  Yanovitch.  We  encourage  the  borrowers  to  save  at  least  20 
percent  of  their  loan  value. 

Mr.  Penny.  In  the  same  time  period? 

Mr.  Yanovitch.  Yes.  So,  for  example,  a  borrower  who  takes  out 
$50  would  pay  a  quota — let  me  explain  it.  A  $50  loan  with  a  20 
percent  savings  rate  would  be  $10,  plus  an  interest  rate  of,  say,  3 
percent  would  be  $12,  so  that's  a  total  of  $72,  and  then  that's  di- 
vided into  16  weekly  payments,  so  they  pay  the  whole  thing  in  a 
lump  sum.  Additionally,  they  can  also  save  more  than  the  20  per- 
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cent.  As  I  mentioned  earlier,  our  savings  rates  range  from  30  to  50 
percent. 

Mr.  Penny.  And  what's  the  incentive  or  the  advantage  to  save 
more  than  the  required  amount? 

Mr.  Yanovitch.  Well,  as  I  mentioned  earlier,  each  village  bank 
determines  their  own  interest  rate  on — ^they  actually  on-lend  the 
savings.  In  addition  to  our  line  of  credit,  they  on-lend  the  savings, 
and  they'll  charge  interest  rates  even  higher  than  ours.  So,  for  ex- 
ample, the  dividends  they  generate,  like  in  the  Nicaragua  program, 
they  charge  interest  rates  of  about  10  percent  a  month  to  their 
membership,  and  so  they're  generating  like  a  40  percent  return  in 
the  course  of  4  months,  and  those  dividends  are  then  distributed 
among  the  membership. 

Mr.  Penny.  I  see.  So  really  there's  tremendous  growth  potential 
for  those  savings  beyond  what  they  would  get  in  a  commercial 
bank. 

Mr.  Yanovitch.  The  bottom  line  is  these  communities  are  capital 
starved,  and  it's  just  like  fire  when  you  get  this  capital  in  there  in 
a  system  that  works  for  them. 

Mr.  Penny.  That's  remarkable.  So  why  would  anyone  ever  want 
to  leave  this  happy  little  system? 

Ms.  VOR  DER  Bruegge.  We  find  that  one  of  the  biggest  reasons 
is  that  women  get  married  and  their  husbands  have  come  from  an- 
other village,  and  so  they  move  to  the  husband's  village,  and  hope- 
fully there's  another  credit  association  for  her  to  join  when  she  gets 
there. 

Mr.  Penny.  But  some  of  them,  of  course,  outgrow  the  purpose  of 
this  facility,  and  then  what  are  their  options?  Can  they  take  their 
share  of  the  savings  and  move  on  to  a  commercial  bank? 

Ms.  VOR  DER  Bruegge.  This  is  one  of  the,  we're  finding,  really 
interesting  advantages  of  working  directly  with  financial  institu- 
tions and  credit  unions  as  the  implementing  agency,  because  they 
have  a  natural  new  window  to  go  to. 

They've  already  been  introduced  into  these  systems  through  this 
new  mechanism,  and  for  the  few  who  really  are  those  entre- 
preneurs that  something  spectacular  happens,  there  is  a  system  for 
them  to  move  into.  And  I  think  where  such  connections  don't  exist, 
we're  looking  for  ways  to  support  that  growth. 

Mr.  Penny.  Do  you  graduate  very  many  people  through  the  proc- 
ess so  that  they've  grown  their  enterprise  to  a  level  where  they 
move  beyond  the  bounds  of  the  local  lending  institution  and  find 
themselves  working  with  a  commercial  bank? 

Ms.  VoR  DER  Bruegge,  In  our  really  deeply  rural  situations,  we 
don't  have  that  many. 

Mr.  Penny.  Probably  not  in  those  cases. 

Ms.  Vor  DER  Bruegge.  No. 

Mr.  Penny.  In  the  urban  settings,  is  that  a  rare  phenomena  or 
is  it  a  common  phenomena  that  they  grow  to  such  a  level  that  they 
outgrow  this  bank  and  move  to  a  larger  facility? 

Mr.  Yanovitch.  They'll  outgrow  the  village  banking  model,  but 
they  need  another  level  of  intermediary  that  specializes  in  their 
needs. 

Mr.  Penny.  They're  still  not 
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Mr.  Yanovitch.  Except  in  the  case  of  the  agricultural  loans  in 
Costa  Rica,  where  we  actually  have  a  commercial  bank  lending  di- 
rectly to  the  banks  after  about  4  or  5  years  of  development. 

Mr.  Penny.  Well,  this  has  been  very  instructive.  As  you  look 
around  the  globe,  is  there  a  reason  that  this  would  not  work  in  cer- 
tain cultures?  We  had  a  panelist  earlier  this  morning  talking  about 
statist  economies.  Are  there  certain  countries  you  just  have  to 
write  off  because  you  either  would  have  strong  cultural  resistance 
or  a  statist  economy  that  would  deny  your  organization  the  right 
to  get  in  there  and  get  on  the  ground  with  this  sort  of  activity? 

Mr.  Yanovitch.  I  would  say  that  there's  no  country  I  can  think 
of  where  we  couldn't  operate,  except  for  purely  a  Communist  na- 
tion. We've  done  feasibility  studies  for  Armenia,  and  we  believe  it's 
possible  to  do  it  there.  There  are  certain  countries  that  would  make 
it  more  difficult — for  example,  some  of  the  Islamic  cultures  where 
women  are  very  oppressed,  and  they  don't  have  access  to  participa- 
tion in  economic  activities.  Also,  there  are  cultural  problems  vis-a- 
vis interest  rate  charges. 

So  there  are  certain  countries  where  it's  more  difficult.  But, 
again,  we're  operating  in  Haiti,  we're  operating  in  Peru,  and  doing 
quite  well  even  in  these  dramatically  difficult  environments. 

Mr.  Penny.  Just  one  final  question.  Is  this  formula  applicable  to 
the  U.S.  situation?  It  strikes  me  that  it  is  and  that,  in  some  small 
way,  we  have  some  low-income  or  poverty  programs  that  offer  en- 
trepreneurial assistance.  But  it  also  strikes  me  that  we  may  have 
regulatory  barriers  or  food  stamp  eligibility  barriers  or  other  cri- 
teria that  essentially  work  at  cross  purposes  with  a  community 
bank  of  this  sort. 

Not  that  we're  going  to  solve  America's  welfare  problems  at  this 
session  this  morning,  and  that  certainly  wasn't  even  the  purpose 
of  the  hearing,  but  any  observations  you  might  have  about  the  ap- 
plicability of  this  approach  in  America  and  any  either  Government 
policies  or  banking  policies  that  might  complicate  the  establish- 
ment of  this  structure  in  low-income  communities  here  at  home? 

Mr.  Yanovitch.  Well,  FINCA  actually  just  undertook  a  feasibil- 
ity study  in  Minnesota  to  start  a 

Mr.  Penny.  In  Minneapolis? 

Mr.  Yanovitch.  Excuse  me? 

Mr.  Penny.  In  where? 

Mr.  Yanovitch.  In  Minnesota. 

Mr.  Penny.  In  Minnesota.  In  which  part  of  Minnesota? 

Mr.  Yanovitch.  Actually,  I  don't  have  the  details  on  it,  but  I  can 
provide  that  to  you. 

Mr.  Penny.  I'd  be  very  interested  to  learn  of  that. 

Mr.  Yanovitch.  It's  through  the  Blandon  Foundation,  which  is 
going  to  be  supporting  us.  We're  looking  to  replicate  the  model 
there.  I'm  also  on  the  board  of  directors  of  Working  Capital,  which 
is  the  largest  microenterprise  program  here  in  the  United  States 
that  has  adapted  FINCA's  methods,  and  they  have  demonstrated 
the  same  kinds  of  repayment  rates  in  New  England,  99  percent. 
Their  average  loan  size  is  about  $750,  and  they  work  with  very 
poor  communities. 

In  reference  to  your  question  about  policy  barriers,  obviously  one 
of  the  key  problems  is  the  issue  of  borrowers  losing  their  welfare 
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benefits  by  participating  in  these  systems,  so  there  are  a  number 
of  domestic  microenterprise  agencies  that  have  been  advocating  for 
changes  in  the  laws  governing  welfare. 

As  far  as  what  these  programs  need,  they  actually  need  seed  cap- 
ital to  get  going.  The  Working  Capital  model,  in  fact,  uses  for  its 
loan  capital  lines  of  credit  from  commercial  banks,  but  they  need 
seed  capital  to  get  the  institutional  structure  up  and  running. 

Ms.  VOR  DER  Bruegge.  I'd  like  to  add  that  one  of  the  oldest  mod- 
els of  this  type  of  program  is  in  Arkansas,  the  Grood  Faith  Fund 
that  is  modeled  directly  off  the  Grameen  Bank.  There  are  an  in- 
credible number  of  these  types  of  programs  that  are  being  applied 
to  the  U.S.  situation. 

Mr.  Penny.  And  do  they  have  the  same  savings  component  that 
you've  used  in  these  programs  internationally? 

Ms.  VOR  DER  Bruegge.  I  think  you'd  find  that  they  have  a  lot 
of  similarities. 

Mr.  Penny.  Because  it  seems  to  me  our  domestic  low-income 
neighborhoods  are  similarly  capital  short,  and  so  that  component, 
I  think,  is  really  an  exciting  aspect  of  what  you've  done  inter- 
nationally. 

Ms.  VOR  DER  Bruegge.  I'm  not  certain  how  they  handle  the  sav- 
ings aspect  here  in  the  United  States.  I  know  that  when  we  ask 
our  borrowers  in  countries  what's  most  important  to  them,  they'll 
say  the  savings  and  the  education.  Actually,  in  some  places,  before 
they  even  talk  about  the  credit. 

Mr.  Yanovitch.  Well,  the  FINCA  program  in  Minnesota,  a 
strong  component  of  it  will  be  savings  mobilization  schemes.  Work- 
ing capital  does  have  a  small  savings  mobilization  which  amounts 
to  about  5  percent  of  their  portfolio. 

Mr.  Penny.  When  you  look  at  the  WIC  program,  for  example,  it 
seems  to  me  that  there's  a  natural  partnership  there.  I  mean,  if 
you've  got  the  community  bank  established  through,  let's  say,  pri- 
vate investment,  a  foundation  or  some  other  charitable  group,  you 
can  just  have  as  one  of  your  criteria  targeting  population  groups 
that  are  on  the  WIC  program,  because  then  you've  sort  of  taken 
care  of  the  education  requirement,  and  you  don't  have  to  fund  that 
with  the  private  money,  because  the  Government  can  essentially 
fund  that  side  of  the  equation. 

We  are  dealing  with  welfare  reform  later  this  year,  and  the  Hun- 
ger Committee,  when  it  was  still  in  existence,  was  very  high  on 
microenterprise  and  women  enterprise  efforts.  There's  something  of 
that  that  I  think  we  can  bring  to  the  domestic  welfare  debate  as 
we  proceed  later  this  year.  But  it's  certainly  a  success  story  to  the 
extent  that  it's  been  implemented  on  the  international  scene. 

I  thank  you  for  your  testimony  this  morning,  and  thank  you  as 
well,  Mr.  Gibson,  for  giving  us  some  hope  that  we  can  convert  some 
of  these  Eastern  European  and  former  Soviet  Republic  economies 
to  free  market  economies.  I  wish  all  of  you  continued  success  in 
your  ventures. 

Mr.  Yanovitch.  If  I  just  may  add,  I'd  like  to  extend  an  invitation 
to  both  you  and  Mr.  Allard  to  come  visit  one  of  our  programs,  be- 
cause as  Mr.  Atwood  said,  it  wasn't  until  you  actually  go  out — you 
can  be  fascinated  by  the  concept,  but  when  you  actually  go  out  and 
see  it  happening  in  these  people's  lives,  it's  quite  stirring. 
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Mr.  Penny.  We'll  consider  that. 

Ms.  VOR  DER  Bruegge.  And  if  FINCA's  not  in  the  neighborhood, 
look  for  Freedom  from  Hunger.  Same  invitation. 

Mr.  Penny.  We'll  try  and  find  a  location  where  you're  both  with- 
in driving  distance  of  one  another.  [Laughter.] 

I'm  not  sure  that  we  can  cover  all  three  bases,  though,  so  that 
might  be  a  problem.  But  I  really  appreciate  that,  and  thank  you 
so  much. 

With  that,  I'll  dismiss  this  panel  with  our  appreciation  and  call 
forward  the  final  panel  for  this  morning's  hearing,  now  this  after- 
noon's hearing:  Dr.  Kenneth  Brown,  professor.  University  of  Cali- 
fornia-Davis; Dr.  Sandy  Huffman,  president,  NURTURE,  Center  to 
Prevent  Childhood  Malnutrition;  and  Mr.  Barton  Burkhalter,  sen- 
ior program  officer.  Academy  for  Educational  Development,  here  in 
Washington,  DC. 

Welcome  to  the  subcommittee.  I  would  ask  that  you  present  your 
testimony  in  the  order  in  which  you  were  introduced,  and  bear  in 
mind  that  your  written  remarks  will  appear  in  the  record  in  their 
entirety,  and  we  would  ask  that  you  summarize  as  best  you  can 
your  testimony  for  this  morning's  hearing. 

Dr.  Brown. 

STATEMENT  OF  KENNETH  H.  BROWN,  M.D.,  PROFESSOR, 
UNIVERSITY  OF  CALIFORNIA-DAVIS 

Dr.  Brown.  Thank  you,  Mr.  Chairman,  and  thank  you  for  the  op- 
portunity to  participate  in  the  deliberations  of  this  committee.  I'll 
be  speaking  about  ways  in  which  food  aid  may  be  used  more  effec- 
tively to  reduce  childhood  malnutrition  in  low-income  countries. 

As  indicated  in  my  written  testimony,  there  are  a  number  of  dif- 
ferent reasons  for  which  food  aid  is  disbursed  to  foreign  countries. 
When  the  primary  goal  of  food  aid  is  to  reduce  malnutrition,  sev- 
eral steps  are  necessary  to  assure  that  the  intervention  strategies 
produce  the  desired  impact.  First,  the  specific  nutritional  defi- 
ciencies of  the  recipient  country  must  be  identified.  Second,  the 
high-risk  groups  must  be  characterized  in  terms  of  their  age,  phys- 
iologic status,  geographic  region,  urban  or  rural  residence,  and  so 
on.  Third,  and  perhaps  most  importantly,  the  donated  foods  must 
be  chosen  to  provide  the  specific  energy  and  nutrient  shortfalls  ex- 
perienced by  the  target  group  in  a  form  that  they're  able  to 
consume.  Finally,  a  distribution  system  must  be  established  to  as- 
sure that  these  foods  reach  the  intended  recipients. 

Although  these  steps  may  appear  logical  and  reasonably  simple 
to  accomplish,  few  food  aid  programs  actually  attempt  to  follow  this 
sequence  of  activities.  The  purposes  of  my  testimony,  then,  are  to 
review  the  most  common  nutritional  problems  of  children  in  devel- 
oping countries  and  to  discuss  possible  intervention  strategies  to 
reduce  the  magnitude  of  these  problems  through  food  aid. 

The  major  nutritional  problems  encountered  in  these  countries 
are  nutritional  growth  stunting  of  young  children  and  selected  vita- 
min or  mineral — that  is,  micronutrient —  deficiencies  which  also 
occur  primarily  in  young  children,  as  well  as  in  women  of  reproduc- 
tive age.  This  presentation  will  focus  primarily  on  nutritional 
stunting,    since    a    comprehensive    review    of   micronutrient    defi- 
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ciencies  was  presented  to  this  subcommittee  on  July  20  of  the  past 
year. 

Nutritional  stunting  can  be  described  as  any  impairment  of 
growth  due  either  to  inadequate  intake  or  absorption  of  one  or 
more  essential  nutrients.  According  to  information  compiled  by  the 
UN  agencies,  approximately  25  percent  of  preschool  children  in  de- 
veloping countries  can  be  classified  as  nutritionally  stunted,  rep- 
resenting a  total  of  more  than  250  million  children  who  are  affected 
worldwide. 

Time  does  not  permit  a  full  discussion  of  the  causes  of  nutritional 
stunting.  Nevertheless,  it  is  important  to  recognize  that  among  nu- 
tritionists, there  is  a  growing  appreciation  that  the  overall  quality 
of  the  diet  is  probably  a  more  important  determinant  of  children's 
growth  than  simply  the  amount  of  energy  consumed.  In  other 
words,  concern  with  food  security,  defined  in  terms  of  household 
energy  availability,  is  necessary  to  prevent  malnutrition,  but  food 
security  alone  is  not  sufficient  without  equivalent  concern  for  the 
quality  of  the  foods  that  are  provided. 

Improvement  in  the  quality  of  the  weaning  diet  may  be  made  by 
increasing  access  to  animal  products,  by  adding  missing  nutrients 
to  the  diet  through  supplementation  or  fortification,  or  by  process- 
ing food  to  remove  antinutritional  factors  that  interfere  with  ab- 
sorption of  critical  micronutrients.  Ideally,  these  interventions 
should  be  carried  out  at  the  household  or  community  level  to  pro- 
mote self-reliance,  but  it  may  be  more  realistic  in  the  short  term 
to  use  precooked  weaning  foods  that  have  the  advantage  of  assured 
nutrient  content  and  reduced  preparation  time  in  the  home. 

Because  the  increased  cost  of  processing,  packaging,  and  distrib- 
uting these  foods  currently  limits  their  widespread  adoption,  food 
aid  programs  could  make  a  major  contribution  to  fill  this  gap  by 
redirecting  their  efforts.  Food  commodities  that  are  currently  avail- 
able for  distribution  abroad  through  the  Office  of  Food  for  Peace  in- 
clude whole-grain  cereals  or  cereal  flours,  lentils,  vegetable  oil,  and 
blended  foods.  The  latter  are  partially  precooked  mixtures  of  milled 
cereals,  soy  flour,  dry  milk,  and  a  vitamin  mineral  premix.  It  is 
only  these  latter  blended  foods  that  satisfy  the  criteria  for  ideal 
weaning  foods  that  are  discussed  in  more  detail  in  my  written 
presentation. 

According  to  data  provided  to  us  last  week  by  the  Office  of  Food 
for  Peace,  a  total  of  nearly  1.5  million — and  that  should  read  "mil- 
lion," not  "billion,"  as  stated  in  the  written  report;  I  hope  that  can 
be  corrected — a  total  of  nearly  1.5  million  metric  tons  of  food  has 
been  approved  for  distribution  in  1994  under  Public  Law  480,  title 
II.  Of  this  amount,  approximately  70  percent  will  be  provided  as 
cereals,  8  percent  as  oils,  5  percent  as  lentils  or  beans,  and  only 
17  percent  as  blended  foods.  Thus,  more  than  80  percent  of  donated 
foods  will  fail  to  fulfill  the  stated  criteria  for  ideal  foods  to  prevent 
nutritional  stunting  of  young  children.  In  other  words,  there  seems 
to  be  a  considerable  discrepancy  between  the  major  nutritional 
problems  that  I  mentioned  above  and  the  types  of  foods  that  are 
currently  being  delivered  to  the  recipient  countries. 

To  assure  that  donated  food  is  used  to  ameliorate  defined  nutri- 
tional problems,  it  will  be  necessary  to  include  nutritional  assess- 
ment efforts  in  the  planning  and  evaluation  of  all  food  aid  pro- 
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grams.  In  my  view,  the  appropriate  criteria  of  success  for  these  pro- 
grams should  not  be  the  quantity  of  food  deHvered,  but  the  num- 
bers of  cases  of  malnutrition  that  have  been  alleviated  or  averted. 
Just  as  general  development  projects  are  required  by  law  to  pre- 
pare an  environmental  impact  statement,  I  believe  that  food  aid 
programs  should  be  obligated  to  provide  a  nutritional  impact  state- 
ment when  reduction  of  malnutrition  is  one  of  the  program's  stated 
goals. 

To  carry  out  the  recommended  steps  to  reduce  malnutrition 
through  food  aid  programs,  local  expertise  will  be  necessary  to 
identify  the  major  nutritional  problems  and  high-risk  groups  and 
to  formulate  appropriate  intervention  strategies.  Also,  local  food 
processing  capacity  will  need  to  be  strengthened  to  provide  for  im- 
proved quality  of  these  foods.  In  many  cases,  this  expertise  is  se- 
verely limited  in  the  affected  countries,  and  they  will  need  to 
strengthen  their  professional  and  institutional  capacities.  Thus, 
personnel  training  and  institutional  development  should  be  in- 
cluded as  components  of  food  aid  packages  when  necessary.  The 
creation  of  a  professional  cadre  of  nutritionists  and  food  scientists 
will  also  promote  longer-term  sustainability  of  these  nutrition  ac- 
tivities. 

In  summary,  I  leave  the  subcommittee  with  the  following  rec- 
ommendations of  how  food  aid  can  be  used  to  reduce  childhood 
malnutrition  in  developing  countries.  The  specific  nutritional  prob- 
lems of  the  recipient  country  and  high-risk  groups  within  the  coun- 
try should  be  clearly  identified.  The  food  commodities  should  be  de- 
signed to  address  the  specific  deficiencies  that  have  been  identified 
and  should  be  preferentially  delivered  to  those  at  greatest  risk  of 
malnutrition.  Reduction  in  rates  of  childhood  malnutrition  will  re- 
quire enhancement  of  complementary  food  provided  to  breast-fed 
infants,  particularly  between  the  ages  from  6  to  18  to  24  months. 
This  might  be  accomplished  most  efficiently  in  the  short  term 
through  the  use  of  precooked  blended  foods  that  are  appropriately 
fortified  to  meet  all  micronutrient  requirements.  Local  expertise  in 
nutrition  and  food  science  as  well  as  program  management  should 
be  developed  as  necessary  to  assure  longer-term  sustainability  of 
these  activities. 

[The  prepared  statement  of  Dr.  Brown  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you.  Dr.  Brown. 

Dr.  Huffman,  welcome  back. 

STATEMENT  OF  SANDRA  L.  HUFFMAN,  PRESIDENT,  NURTURE, 
CENTER  TO  PREVENT  CHILDHOOD  MALNfUTRITION 

Ms.  Huffman.  Thank  you  very  much.  It's  good  to  see  you  again. 

This  follows  very  closely  on  Ken's  talk,  as  he  mentioned  the  prob- 
lems of  malnutrition  primarily  in  young  children,  but  food  aid  real- 
ly isn't — these  children  are  underrepresented  in  feeding  programs. 
Surveys  have  shown  that  only  a  small  proportion  of  young  children 
that  benefit  from  food  aid  are  less  than  the  age  of  2. 

Disadvantaged  women  in  urban  slums  and  poor  rural  areas  in 
developing  countries  who  participate  in  food  aid  programs  have 
particular  needs.  They  have  limited  time  to  prepare  special  foods 
for  their  infants.  They  have  no  refrigerators  to  store  the  food.  They 
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also  cannot  afford  the  convenience  of  infant  food  sold  in  tins  or 
glass  jars  in  local  stores. 

However,  these  women  need  something  to  help  them  feed  their 
children,  so  you'll  often  see  them  purchase  processed  foods.  This  is 
used  commonly  in  Latin  America.  It's  maizena,  which  is  corn 
starch,  and  it's  very  low  cost.  This  is  just  a  small  box  of  corn  starch 
commonly  bought  by  mothers  because  they  need  something  quick. 
You  just  mix  this  in  a  glass  of  water,  and  you  have  watery  com 
starch,  but  it  fills  the  child  up. 

Food  aid  is  provided  to  such  women;  however,  it  often  includes 
whole  grains,  and  even  if  it  includes  flours,  it  necessitates  cook- 
ing— you  have  to  bake  the  bread  or  you  have  to  make  some  sort 
of  tortilla  with  a  cornmeal — and  cooking  is  only  done  twice  a  day, 
in  general.  Young  children  need  to  eat  five  to  six  times  per  day, 
and  this  won't  be  sufficient,  even  if  the  food  is  given  to  the  child. 
And  often  when  a  whole  grain  cereal  or  flour  is  given,  it's  divided 
within  the  family. 

I  think  we  should  follow  a  U.S.  example.  Congressman  Penny, 
you've  mentioned  in  the  past  about  how  does  WIC  work,  how  could 
WIC  work  overseas,  and  I  think  one  example  is  how  WIC  provides 
processed  infant  cereals  for  young  children  in  this  country,  along 
with  other  foods.  This  enables  families  with  limited  finances  to  feed 
their  children  with  adequate  amounts  of  calories,  protein,  and 
micronutrients.  The  cereals  are  easily  fed  to  young  children,  with- 
out the  need  for  cooking.  This  aspect  of  WIC  is  a  good  example  for 
the  food  aid  program,  and,  of  course,  I  don't  mean  sending  Kellogg's 
cereal  to  developing  countries. 

The  production  of  processed  foods,  as  Ken  mentioned,  using  do- 
nated commodities  in  title  II  or  through  monetization  of  foods  in 
title  III  can  help  address  the  time  constraints  that  caretakers  have 
in  adequately  feeding  their  children.  Though  they  may  be  more  ex- 
pensive than  whole  grains,  these  foods  provide  the  advantages  of 
being  quick  and  easy,  and  they  don't  need  to  be  cooked,  and  that 
saves  a  tremendous  amount  of  time  for  mothers  who  just  can't  do 
it,  so  children  are  not  being  fed  sufficiently. 

The  processing  also  may  enhance  the  bioavailability  or  the  usa- 
ble iron,  for  example,  that's  available  in  food.  Also,  when  the/re 
fortified,  then  this  helps  improve  micronutrient  status.  When  such 
foods  are  made  with  local  products,  they  can  offer  employment  op- 
portunities and  provide  foods  that  are  culturally  appropriate. 

In  nonemergency  situations,  sending  premixed  processed  cereals, 
like  the  com-soy-milk  blend  that  Ken  mentioned,  I  don't  believe  is 
a  good  idea,  because  what  it  does  is  it  can  prevent  malnutrition  or 
cure  malnutrition  in  those  children  who  receive  it,  but  it  does  noth- 
ing in  the  long  run  to  change  feeding  practices.  So  you  have  a  corn- 
soy  food  that  these  families  will  never  see  again,  and  you've  done 
nothing  to  really  change  the  practice. 

While  the  processing  of  foods  by  either  large-  or  small-scale  in- 
dustry adds  to  the  cost,  this  needs  to  be  balanced  against  the  cost 
of  the  fuel  and  the  water  needed  to  cook  the  foods  within  the 
household. 

The  following  discussion  gives  examples  of  how  food  aid  has  been 
used  in  the  past  for  community-based  projects  or  through  the  com- 
mercial food  industry  to  promote  these  processed  foods. 
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A  project  in  Peru  that  used  donated  title  II  foods  provided  to 
community  kitchens  enabled  a  local  production  of  infant  foods  by 
women  volunteers  working  in  the  community  kitchens.  These  were 
foods  that  were  brought  in  by  CRS,  the  Catholic  Relief  Service.  The 
infant  foods  were  made — in  Peru,  it's  called  mazamorras  and  papil- 
las,  just  a  type  of  infant  food — were  made  using  the  food  aid  and, 
thus,  their  cost  is  quite  low,  and  then  sold  to  mothers  in  the  com- 
munity and  given  out  to  those  who  helped  volunteer  in  the  commu- 
nity kitchen. 

As  was  stated  earlier  this  morning  by  Mr.  Yanovitch  from 
FINCA,  it's  a  real  difference  between  handing  out  food  in  a  commu- 
nity and  providing  a  means  for  community  development,  where  this 
food  is  not  given  to  individual's  families  but  in  fact  helps  promote 
democracy,  as  even  the  man  from  the  Heritage  Foundation  was 
talking  about.  This  is  a  good  way  to  promote  democratization,  be- 
cause it  helps  communities  learn  how  to  work  together,  at  the 
same  time  providing  a  way  of  promoting  improved  child  feeding. 
Similar  community-based  efforts  have  been  conducted  in  other 
countries,  such  as  India  and  Thailand. 

There's  also  been  commercially  processed  food  prepared,  and  the 
World  Food  Program  has  introduced  these  kinds  of  foods  in  many 
of  their  programs,  linking  it  with  refugee  feeding  in  Malawi  and  El 
Salvador,  for  example.  In  El  Salvador,  through  support  of  the 
World  Bank,  the  World  Food  Program,  and  Manoff  Group,  a  U.S. 
social  marketing  firm,  have  worked  with  the  Ministry  of  Health  to 
contract  a  local  food  company  to  produce  an  infant  cereal  called 
Nutricereal,  which  uses  local  foods. 

They're  producing  it  at  a  very  low  cost.  It  costs  the  mother  only 
1  colon,  which  is  about  15  cents.  It  costs  about  4  colons  to  make 
this,  and  this  will  last  for  a  month. 

Mr.  Penny.  Is  that  processed  locally? 

Ms.  Huffman.  Yes,  all  processed  locally. 

Mr.  Penny.  It's  processed  within  the  country,  but  it's  grain  from 
outside? 

Ms.  Huffman.  It's  monetized  grain.  In  fact,  they  monetize  food 
from  the  United  States  and  sell  the  food  locally  and  then  buy  local 
foods.  For  example,  in  El  Salvador,  it's  really  interesting  to  look  at 
the  data.  All  the  flour  that's  brought  into  El  Salvador  is  United 
States-monetized  flour,  and,  therefore,  they  have  a  big  market  of 
all  the  middle  class  that  will  buy  the  flour,  and  then  they  can  use 
it  to  buy  this  that's  made  of  corn  and  soy  that's  all  grown  locally. 

The  sale  of  this  through  health  clinics  is  also  organized,  along 
with  a  social  marketing  campaign  that  teaches  mothers  the  appro- 
priate ways  to  feed  their  children.  There  are  similar  efforts  in  Ma- 
lawi with  a  food  called  Likuni  Phala  that,  again,  a  market  has  been 
prepared  because  WFP  has  refugee  camps  that  they  buy  some  of 
the  food  for  the  refugee  camps. 

A  very  interesting  longer-term  model — and  I'm  not  sure  if  Mr. 
Gibson  from  CARESBAC  knows  about  the  Thriposha  Project.  This 
was  a  project  that  developed  in  the  1970's,  and  CARE  ran  it  using 
donated  commodities  initially,  and  now  CARE  is  completely  out  of 
it,  and  it's  being  run  by  the  Ministry  of  Health  in  Sri  Lanka  and 
the  Ceylon  Tobacco  Company  Services,  an  interesting  use  of  a  to- 
bacco  company.   This   is   distributed   through   health   clinics,   over 
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4,500  health  clinics,  and  there's  been  evaluations  showing  the  im- 
pact on  nutritional  status,  which,  as  Ken  mentioned,  is  what  we 
really  want  to  look  at  from  these  programs. 

Important  concerns  for  all  processed  foods  are  the  methods  of 
storage,  distribution,  and  shelf  life  in  order  to  make  sure  that  spoil- 
age doesn't  occur,  and  the  expertise  that  industry  has  can  be  ex- 
tremely important  in  the  production  of  infant  foods.  However,  vio- 
lations against  the  WHO-UNICEF  International  Code  of  Marketing 
of  Breast  Milk  Substitutes  by  numerous  formula  mzmufacturers 
that  also  produce  infant  foods  have  led  to  some  child  advocates  not 
wanting  to  deal  with  industry.  However,  industry  has  played  a 
major  role  in  other  activities,  such  as  vaccines,  micronutrients,  oral 
rehydration,  and  contraceptives,  and  some  believe  that  we'll  never 
get  a  solution  to  child  feeding  until  we  start  working  with  industry 
on  some  of  these  issues. 

In  the  past,  commercial  ventures  have  not  been  able  to  produce 
foods  that  cost  low  enough  for  disadvantaged  families,  and  a  major 
issue  that  needs  to  be  explored  is  how  commercial  industry  ven- 
tures can  be  affordable  when  food  aid  is  discontinued.  This  is  a 
needed  component  to  assure  sustainability.  Some  ideas  for  this  in- 
clude marketing  the  same  products  to  the  middle  class  but  in  a 
lower-class  package.  For  example,  they've  done  this  in  Tunisia 
marketing  oil  in  bottles  to  the  middle  class,  the  same  oil  in  a  plas- 
tic bag  to  poor  people. 

In  order  to  expand  programs  such  as  these  that  I've  described, 
we  need  to  know  how  these  programs  actually  work.  We  need  more 
information  on  them  and  how  they  can  be  replicated  in  a  way  that 
will  eventually  lead  to  sustainability.  USAID  needs  to  take  a  more 
proactive  role  in  encouraging  innovative  uses  of  food  aid  and  in 
helping  governments  in  the  implementation  of  new  activities  that 
will  have  greater  impacts  on  nutritional  status  and  that  will  be 
more  sustainable. 

The  recommendations  I  have  in  relation  to  this  include  informa- 
tion on  these  programs  needs  to  be  compiled  and  disseminated  to 
governments  in  developing  countries  and  to  NGO's  that  work  there. 
For  nonemergency  situations,  again,  I  stress  that  local  processing 
of  infant  foods  rather  than  the  export  of  U.S.  preprocessed  blended 
foods  should  become  the  normal  practice. 

Since  infant  foods  provide  a  substantial  portion  of  a  child's  diet, 
they  need  to  be  fortified  with  vitamins  and  minerals,  and  USAID 
should  ensure  the  appropriate  fortification  of  the  food  in  our  food 
aid,  and  I'm  glad  to  hear  that  you'll  be  holding  hearings  on  for- 
tification of  food  aid.  I  think  it's  a  really  important  issue. 

Technical  assistance  is  needed  to  develop  the  capability  of  com- 
munity groups  or  local  industries  to  produce  and  effectively  market 
infant  foods.  I  think  it's  very  clear  from  both  the  FINCA  and  the 
Meals  for  Millions  description,  there's  a  lot  of  need  for  technical  as- 
sistance in  this  area.  You  just  can't  have  people  preparing  foods, 
even  in  the  community  way,  without  support  both  nutritionally  and 
also  the  food  processing.  And  USAID  needs  to,  in  conjunction  with 
WHO  and  FAO,  take  a  lead  in  developing  guidelines  for  working 
with  the  food  industry  on  the  production  of  infant  cereals  in  order 
to  maximize  their  impacts  while  encouraging  appropriate  market- 
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ing  practices.  To  do  this,  AID  really  needs  to  enhance  its  technical 
capabilities  in  nutrition  and  in  food  processing. 

I'm  glad  to  see  that  Brian  Atwood's  coming.  I  would  love  it  if  you 
would  ask  him  a  question  about  how  many  nutrition  people  do  they 
have  working  in  the  Food  for  Peace  Office — there's  only  one,  and 
he's  working  on  evaluation — and  what  is  really  happening  to  the 
Office  of  Nutrition. 

Thank  you.  » 

[The  prepared  statement  of  Ms.  Huffman  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you.  Next,  Mr.  Burkhalter. 

STATEMENT  OF  BARTON  R.  BURKHALTER,  SENIOR  PROGRAM 
OFFICER,  ACADEMY  FOR  EDUCATIONAL  DEVELOPMENT 

Mr.  Burkhalter.  Thank  you.  In  the  interest  of  time,  I'm  going 
to  try  some  radical  surgery  on  my  prepared  remarks,  because  I 
have  some  slides  I'd  like  to  show.  If  I  cut  out  some  of  the  logic, 
please  ask. 

There's  now  convincing  scientific  evidence  that  both  intelligence 
and  worker  productivity  are  influenced  by  nutrition.  These  are  both 
important  factors  of  production.  So  in  other  words,  good  nutrition 
is  an  input  to  sustainable  economic  development.  We've  been  con- 
cerned about  how  to  effectively  communicate  this  message  and  the 
scientific  evidence  behind  it  to  senior  policymakers  in  developing 
countries. 

In  the  last  2  years,  we've  developed  an  interactive  computer- 
graphics  model,  called  PROFILES,  to  do  just  that.  It  has  been  very 
successful,  and  I'd  like  to  show  you  a  few  slides  from  a  program 
that  we  developed  for  Bangladesh.  This  presentation  was  given  to 
Cabinet  Secretaries,  and  the  purpose  of  it  was  to  get  them  to  take 
seriously  the  possibility  of  accepting  a  World  Bank  loan  for  a  par- 
ticular program  aimed  at  mothers  and  children. 

The  first  slide  makes  the  point  that  the  nutrition  situation  in 
Bangladesh  is  not  just  bad,  but  deteriorating.  It  shows  the  average 
height  of  a  10-year-old  boy  in  Bangladesh  from  1937  to  1982.  By 
1992,  the  Bangladesh  National  Nutrition  Survey  showed  that  88 
percent  of  the  under-5  children  were  stunted. 

The  second  slide  shows  that  stunting  is  not  temporary.  It  is  a 
permanent  condition  from  which  children  rarely  recuperate.  Data 
from  other  countries  confirm  this  observation.  This  point  is  impor- 
tant, because  it  shows  that  efforts  to  reduce  stunting  should  be 
aimed  at  children  under  2  years  of  age. 

Now,  these  two  slides  were  part  of  a  longer  series  and  were  pre- 
sented early  in  the  show  to  get  the  attention  of  the  Secretaries  and 
to  begin  to  show  them  what  was  going  on  with  some  of  the  prob- 
lems. 

The  third  slide  really  goes  to  the  heart  of  the  message.  Several 
studies  have  found  that  short  and  underweight  workers  are  not  as 
productive,  on  average,  as  workers  of  normal  height  and  weight. 
One  of  these  studies  found  that  short  Philippine  workers  were  less 
productive  than  taller  workers.  One  percent  less  height  meant  1.38 
percent  less  production.  This  finding  was  applied  to  Bangladeshi 
workers,  and  the  result  is  shown  here.  It  gives,  for  each  year  from 
1993  to  2003,  the  monetary  value  of  the  lost  productivity  that 
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would  be  recaptured  by  the  proposed  program  because  it  would  re- 
duce stunting. 

Similar  estimates  can  be  made  for  iron  deficiency  and  iodine  defi- 
ciency. The  next  slide  shows  the  potential  productivity  gains  by  re- 
ducing iron  deficiency  in  mothers.  Various  studies  have  dem- 
onstrated that  the  productivity  of  iron-deficient  workers  can  be  in- 
creased substantially  by  giving  them  iron  pills.  We  estimate  that 
in  Bangladesh,  where  iron  deficiency  is  quite  severe,  productivity 
could  be  increased  about  25  percent  in  the  iron-deficient  mothers. 
Unlike  stunting,  iron  deficiency  is  not  permanent;  therefore,  this 
graph  reflects  current  productivity  of  today's  workers,  not  dis- 
counted future  productivity. 

The  next  slide  is  on  iodine  deficiency  during  pregnancy.  Iodine 
deficiency  during  pregnancy  leads  to  less  intelligent  children,  which 
in  turn  leads  to  lower  productivity  later  in  life.  Approximately  13 
percent  of  all  children  bom  to  iodine-deficient  women  are  mentally 
impaired,  and  evidence  is  now  emerging  that  the  entire  IQ  dis- 
tribution may  drop  about  10  IQ  points  in  iodine-deficient  popu- 
lations. This  graph  estimates  future  lost  productivity  that  the  pro- 
gram would  recapture  by  reducing  iodine  deficiency  in  pregnant 
women. 

The  final  graph  puts  it  all  together  and  shows  the  result  when 
the  three  graphs  are  added  up,  over  $5  billion  in  potential  produc- 
tivity increases  due  to  the  reduction  in  stunting,  iron  deficiency, 
and  iodine  deficiency.  This  is  during  the  first  10  years  of  the  pro- 
gram. 

This  particular  nutrition  program  aimed  at  mothers  and  young 
children  is  likely  to  bring  about  other  benefits  as  well,  including  re- 
ductions in  mortality,  sickness,  and  fertility,  and  these  benefits 
have  also  been  effectively  communicated  with  the  program.  How- 
ever, that  is  not  the  objective  of  my  presentation  today.  My  objec- 
tive has  two  points:  First,  nutrition  influences  intelligence  and  pro- 
ductivity, and  the  magnitude  of  that  influence  is  sufficient  to  con- 
clude that  nutrition  can  contribute  to  sustainable  economic  devel- 
opment; and,  second,  an  interactive  computer  graphics  model  such 
as  PROFILES  appears  to  be  an  effective  way  to  communicate  this 
message  to  senior  policjonakers  in  developing  countries.  Thank 
you. 

[The  prepared  statement  of  Mr.  Burkhalter  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Penny.  Thank  you.  In  the  case  of  Bangladesh,  what  was  the 
level  of  commitment  by  the  Government  to  invest  in  these  nutri- 
tional and  preventive  measures? 

Mr.  Burkhalter.  They've  had  various  programs  going  on.  At 
last  word,  a  decision  hadn't  been  made.  The  plan  was  for  a  pro- 
gram of  about  $90  million,  of  which  they  were  talking  about  a  $20 
million  investment  and  the  World  Bank  a  $70  million  investment. 
My  understanding  is  that  that's  been  scaled  back  to  about  $50  mil- 
lion, and  I  don't  know  what  the  split  is  on  that. 

Mr.  Penny.  And  a  program  of  that  magnitude  would  target  what 
share  of  the  needy  population? 

Mr.  Burkhalter.  The  population  that's  needy  is  almost  100  per- 
cent. Ninety  percent  of  all  the  children  in  the  country  are  under- 
nourished. This  would  attempt  to  target  the  entire  population. 
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Mr.  Penny.  So  it  would  be  a  nationwide  campaign,  and  that 
would  be  food  supplements? 

Mr.  BuRKHALTER.  It  would  include  a  variety  of  things — an  inte- 
grated village  program,  village  by  village,  that  would  have  food 
supplements,  a  lot  of  work  on  behaviors — especially  mother  behav- 
iors, on  health  programs,  on  assisting  mothers  and  families  to  take 
advantage  of  other  programs  that  are  ongoing — for  example,  a  vita- 
min A  supplementation  program  that  has  had  fairly  low  coverage, 
a  new  program  in  salt  iodization  that,  without  working  with  the 
village  people  to  make  sure  that  the  salt  that  reaches  those  villages 
really  is  iodized,  would  take  a  very  long  time  to  come  up  to  high 
coverage  rates. 

But  if  you  can  work  with  the  villagers  and  if  they  understand 
these  advantages,  then  we  think  we  get  a  much  more  rapid,  effec- 
tive coverage  of  those  other  Government  programs. 

Mr.  Penny.  Dr.  Huffman,  you  preempted  a  question.  I  was  going 
to  ask  you  how  we  handle  emergency  situations,  because  it  strikes 
me  that  it's  very  difficult  for  us  to  effectively  apply  a  nutritional 
education  component  to  emergency  food  situations.  But  you  also 
sort  of  touched  on  some  factors  that  could  make  our  emergency 
food  efforts  more  nutritionally  worthwhile,  and  that  would  have  to 
do  with  requirements  that  the  food  being  shipped  in  have  vitamin 
supplements  or  whatever  might  be  needed  in  that  locale.  Is  that  a 
realistic  policy?  I  mean,  is  it  something  we  could  easily  implement, 
given  the  fact  that  these  crisis  situations  don't  often  give  us  a  lot 
of  leadtime? 

Ms.  Huffman.  When  I  was  looking  into  the  whole  issue  of  for- 
tification of  food  aid,  I  called  around  to  other  Gk)vemments,  and  the 
Swedish  Government  and  the  Norwegians,  all  the  Scandinavians, 
already  fortify  their  oil,  so  they  fortify  oil  with  vitamin  A,  and  the 
vitamin  A  is  needed  in  emergency  or  nonemergency  situations.  So 
some  things  are  very  easily  done  and  are  already  being  done. 

In  other  situations,  yes,  it's  very  possible  to.  The  blended  foods 
that  we  are  sending  to  camps  are  already  fortified,  so  we're  already 
doing  some  of  the  fortification  on  foods.  What  we  need  to  be  doing, 
I  think,  is  to  look  into  how  can  we  fortify  some  of  our  other  foods. 

As  Bart  mentioned,  anemia  is  a  major  problem.  There  are  some 
new  types  of  iron  that  are  bioavailable.  Most  iron  is  not 
bioavailable.  For  example,  if  you  look  at  the  food  consumption  ta- 
bles from  Bangladesh,  it  looks  like  they're  getting  enough  iron,  be- 
cause there's  iron  in  wheat,  but  it  can't  be  utilized  by  the  body.  So 
there  are  these  new  kinds  of  iron  that  could  be  used  if  we  put  a 
little  effort  into  it  and  could  fortify  our  flour  at  higher  levels  of 
iron. 

In  this  country,  one  of  the  reasons  we  don't  have  micronutrient 
deficiencies  is  that  our  food  supply  is  so  heavily  fortified,  and  we 
could  be  doing  that  with  the  food  aid  we  send  both  for  emergency 
and  nonemergency  situations. 

Mr.  Penny.  Both  you  and  Dr.  Brown  talked  about  local  process- 
ing and  that  in  most  cases  we  send  in  the  grain  and  then  have  it 
processed  locally.  Part  of  that  is  simply  to  make  the  food  assistance 
more  applicable  to  the  local  diet.  How  much  can  we  count  on  local 
processing  to  deal  with  these  other  nutritional  questions  and  the 
vitamin  supplements  and  the  other  needs  that  might  exist? 
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Ms.  Huffman.  I  think  this  goes  into  what  Ken  was  mentioning 
in  terms  of  training.  If  we  really  want  to  do  something,  we  need 
to  be  providing  training  of  people  within  the  country  to  do  that.  So 
part  of  it,  if  we 

Mr.  Penny.  So  this  processing  would  then  be  administered  by  the 
PVO  that's  in  receipt  of  the 

Ms.  Huffman.  I'd  rather  see  it  administered  by  the  Grovemment 
so  that 

Mr.  Penny.  But  that  isn't  always  possible. 

Ms.  Huffman.  Well,  local  nutrition  institutes  are  often  available 
in  local  universities  that  could  be  contracted  to  oversee  the  for- 
tification and  then  ensure  that  it's  in  fact  happening.  The  impor- 
tance of  this  is  that  if  you  build  up  a  cadre  of  capable  people  both 
in  nutrition  and  food  processing,  you're  not  having  just  an  impact 
on  the  food  that's  being  imported  for  food  aid,  you're  having  an  im- 
pact on  the  food  within  the  whole  system. 

Ken,  you  may  want  to  expand  on  that. 

Dr.  Brown.  Well,  there's  an  interesting  example  from  Peru  of 
just  that  process  whereby  the  Government  requested  the  local  pri- 
vate nutrition  research  institute  to  design  specifications  for  foods 
that  would  be  distributed  for  relief  purposes  or  for  school  feeding 
programs  or  for  young  child  feeding  programs,  and  once  those  spec- 
ifications were  set,  they  simply  competed,  through  solicitations  to 
local  industry,  the  production  of  those  foods,  and  the  quality  of  the 
foods  was  then  controlled  again  by  the  nutrition  institute. 

So  this  process  has,  over  a  couple  of  years  now,  actually  stimu- 
lated the  local  food  industry  to  begin  producing  foods  that  are 
meeting  these  particularly  defined  nutritional  needs. 

I'd  also  like  to  interject  a  point  in  reference  to  your  previous 
question  about  whether  we  can  afford  to  fortify  foods  for  relief  pur- 
poses, and  I  would  argue  that  we  can't  afford  not  to  do  it.  Using 
the  vitamin  A  example,  it's  well  known  that  supplements  of  energy 
or  protein  to  vitamin  A-depleted  populations  can  actually  precipi- 
tate clinical  vitamin  A  deficiency  and  blindness.  For  that  reason, 
it's  been  legislated  for  years  that  all  milks  that  are  shipped  across 
foreign  borders  must  be  fortified.  I  think  the  same  should  hold  true 
for  any  other  commodity.  I  don't  think  we  want  our  country  to  be 
in  the  position  of  possibly  being  accused  of  precipitating  severe 
forms  of  malnutrition  through  our  good  intentions. 

Mr.  Penny.  You  mentioned  as  well  the  nature  of  our  food  ship- 
ments in  emergency  situations.  Aside  from  fortification  of  the  food 
assistance,  is  there  a  fundamental  problem  in  the  t3T)e  of  food  that 
we  send?  In  most  cases,  I  would  guess,  it's  wheat  or  flour;  in  other 
cases  perhaps,  other  grains  that  are  in  surplus  here.  Is  the  problem 
strictly  send  whatever  we  can,  but  make  sure  it's  fortified,  or  is  it 
also  a  problem  of  sending  the  wrong  commodity? 

Dr.  Brown.  It's  a  little  of  both  in  some  cases.  In  part,  it  depends 
on  what  the  local  capability  is  to  further  process  these  foods.  If 
we're  talking  about  targeting  foods  to  the  infant  during  the  period 
when  he  or  she  is  most  vulnerable  to  stunting,  that  is  an  age  group 
in  which,  in  North  America,  children  are  receiving  close  to  50  per- 
cent of  their  calories  from  milk  and  other  animal  products,  which 
are  nutritionally  dense  and  can  be  easily  consumed  by  the  infant. 
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It  is  simply  impossible,  from  my  view,  to  accomplish  the  same 
nutritional  goals  using  the  t3npes  of  whole  grain  commodities,  len- 
tils, or  even  flours,  because  of  the  nature  of  those  foods.  Unless 
they're  further  processed  to  assure  adequate  energy  density  of  the 
final  product  in  a  form  whose  consistency  is  acceptable  to  a  young 
child  and  are  further  fortified  with  absorbable  micronutrients,  they 
simply  won't  meet  the  nutrient  needs  of  this  age  group. 

The  choices  are  we  can  either  process  those  foods  here,  and  I 
would  agree  with  Dr.  Huffman's  comments  that  that's  probably  not 
the  best  way  to  go  in  terms  of  long-term  development  issues,  but 
in  many  countries  there's  no  alternative,  certainly,  for  meeting 
emergency  needs.  But  part  of  our  long-term  agenda  should  be  the 
development  of  these  local  food  industries  that  can  handle  foods 
and  prepare  them  in  a  more  appropriate  form. 

Mr.  Penny.  I  thank  you.  Tomorrow  we  will  have  AID,  I  think, 
on  the  wrap-up  panel,  so  there  will  certainly  be  an  opportunity  to 
pursue  a  line  of  questioning  regarding  the  nutritional  component  or 
the  emphasis  on  nutrition  concerns  as  part  of  our  food  aid  effort. 
So  if  you're  not  back,  111  be  back,  and  I'll  ask  those  questions  at 
that  time. 

I  want  to  thank  you  for  your  patience  this  morning.  I  think  it 
was  a  very  productive  session,  and  we'll  move  on  to  tomorrow's  pro- 
gram and  pursue  this  matter  further. 

Thank  you  very  much. 

[Whereupon,  at  1:25  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  9:30  a.m.  on  Wednesday,  March  2,  1994.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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THE  CURRENT  FOOD  SECURITY  SITUATION 

The  food  and  nutrition  situation  is  difficult  if  not  desperate  in  many  regions  of  the  world.  More 
than  700  million  people  in  the  Third  World  are  food  insecure,  i.e.  they  do  not  have  access  to  sufficient 
food  to  lead  healthy  and  productive  lives.  More  than  180  million  children  are  underweight  and  the 
number  is  increasing  at  alarming  rates  in  Sub-Saharan  Africa  and  South  Asia  (Figure  1).  Diseases  of 
hunger  and  malnutrition  are  widespread.  For  instance,  vitamin  A  deficiency  causes  perhaps  250,000- 
500,000  children  to  go  blind  each  year,  two-thirds  of  whom  will  die  within  months  of  going  blind.  Iron 
deficiency  has  led  to  anemia  in  more  than  40  percent  of  the  women  of  reproductive  age  in  the 
developing  world.  The  consequences  of  resulting  diminished  learning  capacities  and  increased 
morbidity  and  mortality  from  iron  deficiency  are  all  too  evident. 

About  half  of  the  chronically  food  insecure  people  are  found  in  South  Asia,  but  their  numbers 
are  growing  rapidly  in  Sub-Saharan  Africa.  Much  of  the  hunger  and  food  insecurity  is  concentrated 
in  rural  areas,  mainly  in  low-potential  areas  such  as  arid  zones,  but  urban  poverty  and  associated  food 
insecurity  are  increasing  quickly,  particularly  in  Latin  America. 

While  developing  countries  as  a  group  have  increased  per  capita  food  production  by  1 3  percent 
during  the  1980s,  there  are  marked  regional  disparities  in  food  production  performance.  The  Far  East 
in  general  and  China,  in  particular,  are  the  star  performers,  increasing  their  per  capita  food  production 
by  22  and  35  percent,  respectively,  during  the  1 980s,  whereas  Africa  and  the  Near  East  experienced 
a  real  decline  in  per  capita  food  production.  In  75  countries,  less  food  was  produced  at  the  end  of  the 
1980s  than  at  the  beginning.  Fifteen  countries  experienced  reductions  of  20  percent  or  more  in  per 
capita  food  production  over  the  1980s.  Annual  per  capita  grain  production  in  the  developing  world 
increased  from  less  than  200  kilograms  in  the  early  1 960s  to  more  than  250  kilograms  in  the  early 
1980s,  but  has  since  stagnated  and  is  now  beginning  to  show  signs  of  decline  (Figure  2). 


Per  Pinstrup-Andersen  is  the  director  general  of  the  International  Food  Policy  Research  Institute  (IFPRI).  1 200 
Seventeenth  Street,  N.W.,  Washington,  O.C.  IFPRI  is  an  ir>dependenl.  nonprofit  research  orgarvzation  that  conducts  research 
on  policies  to  increase  food  production  and  improve  rujtrition  in  the  developing  countries. 
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Rgure  1  — Malnutrition  among  preschool  children 
{riMIoii) 
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Source: 


UN  ACC/SCN,  Second  Report  on  the  World  Nutrition  Situation,  volume  1 ,  Global  and 
Regional  Results  {Geneya:    UN  ACC/SCN,  1992). 


At  the  international  level,  food  prices  have  Increased  less  than  nonfood  prices  for  many  years. 
Low  international  real  food  prices  reflect  the  significant  production  gains  achieved  in  Asia  since  the 
Green  Revolution  began  in  the  1 960s  ar>d  in  Europe  and  the  United  States  due  to  large  subsidies.  They 
also  reflect  the  inadequate  purchasing  power  of  millions  of  people  worldwide.  More  than  one  billion 
people  earn  less  than  a  dollar  a  day.  Clearly,  they  are  not  in  a  position  to  convert  their  food  needs  to 
effective  market  demand. 


CHALLENGES  AND  PROSPECTS  FOR  FUTURE  FOOD  SECURITY 

Over  the  next  20-30  years,  farmers  artd  policymakers  in  developir>g  countries  will  face  several 
major  challenges.  They  will  have  to  provide  food  at  affordable  prices  for  almost  100  million  more 
people  every  year — the  largest  annual  population  increase  in  history.  In  addition,  growth  in  incomes 
and  urbanization  is  expected  to  shift  consumer  demand  toward  more  consumption  of  livestock  and 
high-value  agricultural  products,  further  increasing  the  demand  for  cereals  to  be  used  as  livestock  feed. 
Farmers  will  be  challenged  to  meet  the  irtcreasing  food  and  feed  demands  from  land  currently  under 
cultivation  and  witfiout  further  degradation  of  the  natural  resources.  Area  expansion  is  no  longer  a 
feasible  option  in  most  of  the  worid:  increased  food  production  In  the  future  will  have  to  come  from 
more  productive  use  of  the  land  and  other  resources.  A  major  challenge  for  all  is  to  provide 
employment  opportunities  for  the  rapidly  expanding  labor  force  to  assure  tf>e  r>ec8ssary  purchasing 
power  to  meet  food  and  other  basic  needs. 

What  the  future  food  security  situation  will  look  like  deper>ds  on  both  the  supply  and  the  demand 
for  food.  Population  growth,  changes  in  income  and  poverty,  urbanization,  relative  food  prices,  and 
changes  in  preferences  associated  with  changing  lifestyles  are  among  the  major  driving  forces  that  will 
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Rgure  2 — Developing-country  grain  production  per  person,  1 950-93 
Kilogranw 


Sources: 


FAO,  FAO  Agrostat-PC,  Population,  Production,  and  Food  Balance  Sheets  Domains 
(Rome:  FAO,  1992,  computer  disk);  FAO,  The  State  of  Food  and  Agriculture  1993 
(Rome:    FAO,  1993,  mimeographed). 


influence  food  consumption.  In  Africa,  population  growth  and  urbanization  will  be  the  overwhelming 
forces  influencing  food  consumption,  while  a  combination  of  income  and  population  growth  will 
account  for  most  of  the  growth  in  food  consumption  in  South  Asia  and  Latin  America.  Income  growth 
and  changing  lifestyles  are  expected  to  play  the  biggest  roles  in  East  Asia.  Investments  in  agriculture, 
natural  resource  management,  environmental  considerations,  and  government  policy  to  assure 
incentives  to  farmers  are  some  of  the  major  issues  influencing  food  production. 

THE  CASE  OF  SUB-SAHARAN  AFRICA 

The  food  security  prospects  for  Sub-Saharan  Africa  are  particularly  worrisome.  Population 
growth  will  outstrip  growth  in  food  production  for  a  long  time  to  come  unless  much  more  is  done  to 
accelerate  agricultural  growth.  Between  now  and  the  year  2000,  population  is  estimated  to  grow  at 
more  than  3  percent  per  year  while  food  production  is  likely  to  grow  at  2  percent  or  less  per  year.  By 
the  year  2000,  the  production  shortfall  is  estimated  to  increase  from  about  1 4  million  tons  currently 
to  about  50  million  tons.  It  is  extremely  unlikely  that  the  region  will  have  the  necessary  foreign 
exchange  to  import  such  large  amounts  of  food.  The  real  prices  of  Africa's  traditional  export  crops 
are  low  and  declining,  whereas  the  nonagricultural  sector  is  tiny  and  will  take  a  long  time  to  expand 
sufficiently  to  generate  enough  foreign  exchange  to  purchase  the  necessary  food.  It  is  equally  unlikely 
that  African  governments  will  be  able  to  count  on  enough  food  aid  to  make  up  the  difference.  Using 
the  current  low  world  market  price  of  $1 50  per  ton,  the  cost  of  50  million  tons  of  wheat  is  $7.5  billion, 
or  almost  10  times  the  current  annual  USAID  development  assistance  to  Sub-Saharan  Africa. 

If  current  trends  continue,  it  is  estimated  that  by  the  year  2020  Sub-Saharan  Africa  will  have 
a  food  shortage  of  250  million  tons,  which  is  more  than  20  times  the  current  food  gap.  All  indicators 
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concur  that  poverty,  malnutrition,  and  hunger  will  increase  rapidly  in  the  region  in  the  coming  years 
unless  serious  action  is  taken  to  avoid  it. 

Increasing  frequency  of  famines  due  to  civil  disturbances  and  environmental  degradations  may 
add  to  the  projected  misery  of  the  poor.  Sub-Saharan  Africa's  share  of  the  world's  poor  is  expected 
to  double  from  the  current  16  percent  to  about  33  percent  in  the  year  2000,  and  the  number  of 
underweight  children  is  expected  to  increase  in  the  1 990s  even  under  the  most  optimistic  assumptions. 

ASIA  AND  LATIN  AMERICA 

Other  regions,  while  not  as  badly  off  as  Africa,  show  disquieting  trends.  Yields  are  increasing 
at  a  much  slower  rate  in  Asia  than  they  did  in  the  past  three  decades.  Growth  in  rice  yields,  for 
instance,  has  slowed  from  an  annual  rate  of  3  percent  in  the  mid-1 970s  and  early  1 980s  to  less  than 
2  percent  during  the  1980s.  Food  demand  in  Asia  is  anticipated  to  grow  at  an  annual  rate  of  2.1 
percent  between  now  and  the  year  2000,  while  food  production  is  estimated  to  grow  at  1 .9  percent 
annually.  It  is  likely  that  expanded  imports  will  make  up  much  of  the  production  shortfall,  though  again 
many  countries  will  have  difficulty  generating  the  necessary  foreign  exchange.  The  situation  in  Latin 
America  looks  promising:  it  Is  expected  that  food  production  will  increase  at  a  rate  slightly  above  the 
rate  of  increase  in  demand,  resulting  in  increasing  exports. 


WHAT  THE  UNITED  STATES  CAN  DO 

The  United  States  should  recognize  the  interdependence  between  emergency  aid  and 
development  assistance  in  the  design  and  implementation  of  foreign  assistance.  The  United  States, 
like  many  other  donors,  has  traditionally  failed  to  fully  capture  the  benefits  from  integration  of  the  two 
types  of  aid.  Failure  to  appreciate  the  interdependence  between  the  two  results  in  missed 
opportunities  to  pursue  sustainable  solutions  within  emergency  relief  operations  and  to  prevent  future 
emergencies  through  development  assistance. 

Both  emergency  relief  and  development  assistance  should  pursue  sustainable  solutions  to  food 
security  problems.  While  stop-gap  measures  with  no  long-run  effects  may  be  the  only  viable  approach 
in  some  extreme  cases,  efforts  should  be  made  to  design  and  implement  both  emergency  and 
development  assistance  in  such  a  way  that  the  need  for  future  assistance  will  be  reduced.  For  this  to 
happen,  the  goal  and  content  of  emergency  aid  must  extend  beyond  mere  emergency  relief  and  the 
institutional  arrangements  must  facilitate  Interaction  between  emergency  and  development  assistance. 
Past  responses  to  famines  has  frequently  been  limited  to  dealing  with  the  emergency  at  hand,  while 
ignoring  opponunltles  for  the  prevention  of  future  famines.  Similarly,  opportunities  for  using  food  aid 
for  the  dual  purpose  of  meeting  Immediate  food  needs  and  reducing  the  risk  for  future  food  Insecurity 
have  not  been  fully  utilized. 

The  United  States  can  assist  developing  countries  In  their  efforts  to  assure  sustainable 
Improvements  In  their  food  security  in  many  ways  Including  the  following  two:  targeted  assistance 
to  the  poor  and  assistance  to  broader  policies  and  programs.  Each  of  these  is  briefly  discussed  below. 
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TARGETED  ASSISTANCE  FOR  SUSTAINABLE  IMPRO  VEMENT  IN  FOOD  SECURITY 

The  United  States  can  assist  developing  countries  to  Improve  access  by  the  poor  to  incomes  and 
food  required  to  alleviate  food  Insecurity  and  build  a  base  to  ensure  future  food  security  by  supporting 
three  program  types  that  have  proven  to  be  effective: 

►  Labor-intensive  public  works  programs; 

*■         Targeted  credit;  and 
*  Food  transfer  schemes. 

Food-for-work  Programs 

Labor-intensive  public  works  programs  can  simultaneously  address  three  key  problems  facing 
many  developing  countries  today — ^food  insecurity,  growing  unemployment,  and  insufficient  or  deficient 
physical  and  social  infrastructure.  They  go  a  long  way  toward  direct  and  sustainable  poverty 
alleviation  and  strengthening  of  self-help  capacities.  Food  aid  can  be,  directly  or  indirectly  (monetized), 
a  component  of  the  wage  payments. 

Public  works  programs  reduce  risks  for  food-insecure  households,  both  directly  through  wage 
earnings  in  the  short  run  and  indirectly  through  income  flows  from  improved  infrastructure  in  the  long 
run.  Program  design  influences  the  food  security  effects  of  public  works.  Income  effects  of  public 
works  also  have  favorable  private  savings  and  investment  effects  that  improve  household  food 
security.  Properly  designed  public  works  programs  have  a  self-targeting  feature  in  favor  of  poverty  and 
hunger  alleviation  with  low  administrative  costs  and  effects.  At  appropriate  wage  rates,  the  working 
poor  identify  themselves  by  offering  their  labor. 

Public  works  programs  can  also  be  a  viable  instrument  for  famine  prevention:  when  employment 
Is  guaranteed,  relief  is  triggered  automatically  at  local  levels,  enabling  local  crises  to  be  handled  at  local 
levels,  before  they  become  national  or  international  disasters. 

Targeted  Credit 

Access  to  credit  is  an  Important  mechanism  for  the  poor  to  improve  and  protect  their  food 
security.  In  the  short  term,  credit  enables  the  poor  to  weather  shocks  without  selling  productive 
assets,  which  would  make  them  more  vulnerable  to  future  shocks.  In  the  long  term,  credit  can  enable 
the  poor  to  invest  in  agricultural  and  nonagricultural  productive  assets  and  to  adopt  new  technologies 
and  farming  methods  to  Increase  their  production  and  productivity  without  degr-ading  the  environment. 
Thus,  credit  to  the  poor  to  stabilize  consumption  and  engage  In  self-employment  through  private 
investment  is  an  important  mechanism  for  improving  food  security  In  the  growing  and  diversifying  rural 
economies  of  many  developing  countries. 

Programs  most  successful  In  generating  self-employment  for  the  poor  and  stabilizing 
consumption  are  those  that  combine  small-scale  credit  with  group  motivation,  technical  advice,  and 
other  forms  of  assistance  such  as  nutrition  and  health  programs.  Bangladesh's  Grameen  Bank  is  a 
particularly  successful  example  of  this  type  of  program. 

Food  Transfer  Schemes 

Food-related  Income  transfers  are  a  widely  used  means  of  alleviating  food  insecurity.  Except 
in  the  context  of  emergency  relief,  feeding  programs  are  generally  aimed  at  those  persons  vulnerable 
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to  malnutrition — usually  children  and  women  of  child-bearing  age  at  low  income  levels.  Targeted 
feeding  programs  can  increase  food  intake  by  a  greater  amount  than  comparable  cash  transfers, 
although  they  are  not  easy  to  administer.  Besides  increasing  food  consumption,  such  programs  can 
encourage  school  and  health  clinic  attendance. 

Consumer  food  price  subsidies,  combined  with  rationing  or  attached  to  the  typical  foods  of  poor 
people,  help  to  improve  the  food  security  of  the  poorest  populations  in  areas  frequently  subject  to 
serious  food  shortages.  Food  subsidies  help  to  increase  the  real  incomes  of  households  with  access 
to  the  subsidies.    Food  price  subsidies  generally  increase  household  food  consumption. 

Traditionally,  food  aid  has  been  used  to  suppoa  different  types  of  food  price  subsidies.  To  utilize 
food  aid  effectively  for  improving  household  food  security  and  contributing  to  development, 
governments  need  to  protect  their  producer  from  the  potential  disincentive  effects  of  food  aid.  This 
is  best  achieved  by  a  joint  expansion  of  supply  and  demand  for  food  -  demand  being  achieved  through 
labor-intensive  development  for  instance. 

In  view  of  the  high  fiscal  costs  of  extensive  food  subsidies  and  the  potential  negative  effects 
on  resource  allocation,  food-related  income  transfers  should  be  sharply  targeted  and  should  include  an 
income-generating  feature  that  will  make  them  unnecessary  over  time. 

ASSISTANCE  TO  BROADER  NONTARGETED  POUCIES  AND  PROGRAMS 

Among  the  many  ways  in  which  the  United  States  can  assist  developing  countries  in  their  efforts 
to  improve  food  security,  the  following  five  should  be  given  high  priority: 

*■  Assistance  to  promote  sustainable  growth  in  the  agricultural  sector,  with  emphasis 

on  agricultural  research  and  technology  for  low-income  farmers; 

►  Assistance  to  strengthen  rural  infrastructure; 

>  Support  of  economic  policy  reforms,  including  the  reforms  of  agricultural  input  and  output 
markets; 

*■         Assistance  to  strengthen  primary  education,  primary  health  care,  clean  drinking  water, 
and  other  efforts  to  improve  the  well-being  and  productivity  of  the  poor;  and 

*■  Assistance  to  developing  countries'  family  planning  efforts. 

Pronf>oting  Sustainable  Agricultural  Growth 

Agriculture  is  central  to  economic  growth  and  development,  particulariy  in  the  least  developed 
countries  where  the  sector  employs  a  large  share  of  the  population.  Agricultural  growth  and 
development  must  be  vigorously  pursued  in  Sub-Saharan  Africa  and  other  low-income  developing 
countries  for  at  least  four  reasons:  (1 )  to  successfully  and  in  a  self-sustaining  manner  alleviate  poverty 
through  employment  creation  and  income  generation  in  rural  areas,  which  is  where  the  majority  of  the 
poor  are  located;  (2)  to  meet  the  growing  food  needs  and  fill  the  widening  food  gap  driven  by  rapid 
population  growth  and  urbanization;  (3)  to  stimulate  overall  economic  growth;  and  (4)  to  conserve 
natural  resources.  In  most  of  the  low-income  developing  countries,  agriculture  is  the  most  viable  lead 
sector  for  growth  and  development. 
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Very  few  countries  have  experienced  rapid  economic  growth  without  agricultural  growth 
preceding  or  accompanying  it.  Developing  countries  that  achieved  the  most  rapid  agricultural  growth 
in  the  past  20  years  also  had  rapid  economic  grovrth,  while  countries  that  experienced  real  declines 
in  agriculture  had  the  lowest  economic  grovrth  rates.  Although  diversification  out  of  agriculture  will 
occur  in  the  long  term,  in  the  short  term  many  countries  lack  alternatives  to  do  this  on  a  massive  scale 
without  unacceptable  increases  in  urban  poverty. 

Investments  are  needed  in  several  areas  to  encourage  agricultural  and  rural  grovt^h,  which  will 
facilitate  improved  food  security. 

»  Yield-increasing  crop  varieties,  including  improved  crop  varieties  and  hybrids  that  are  more 

drought-tolerant  and  pest-resistant,  and  improved  livestock  breeds. 

►  Yield-increasing   production   technology   such   as   small-scale   irrigation   and   irrigation 

management  systems  and  techniques  such  as  integrated  pest  management. 

*■         Reliable,  timely,  and  reasonably  priced  access  to  inputs  such  as  fertilizer,  pesticides, 
tools,  oxen,  small-hand  tractors,  and  the  credit  often  needed  to  purchase  them. 

■  >-  Strong  extension  services  and  technical  assistance  to  communicate  timely  information 

and  developments  in  technology  to  farmers  and  to  relay  farmer  concerns  to  researchers. 

Accelerated  investment  in  agricultural  research  and  technological  improvements  is  essential  to  reduce 
poverty  and  meeting  future  food  needs  and  demands  at  reasonable  prices  without  irreversible 
degradation  of  the  natural  resource  base.  While  the  private  sector  is  expected  to  play  an  increasing 
role  in  research  and  technology  development  for  developing-country  agriculture,  public  sector  research 
will  continue  to  be  needed  where  research  benefits  can  be  captured  by  society  but  not  by  the  research 
agency. 

Strengthening  Rural  Infrastructure 

Rural  infrastructure  coverage,  especially  of  roads,  bridges,  marketing  and  storage  structures, 
irrigation  facilities,  is  very  low  and  of  poor  quality  in  many  developing  countries  and  is  a  limiting  factor 
to  agricultural  growth.  Many  Third  World  farmers  are  isolated  from  markets  and  cannot  engage  in 
market  activities  or  receive  inputs  in  a  timely  manner.  Expanding  and  maintaining  the  infrastructure 
base  is  essential  for  agricultural  and  rural  development,  especially  in  Sub-Saharan  Africa  which  lags 
far  behind  Asia  in  infrastructural  endowment  and  investment.  Improved  rural  infrastructure  will  have 
positive  effects  on  both  input  and  output  marketing  by  reducing  costs,  promoting  timely  deliveries, 
improving  efficiency,  and  reducing  price  fluctuations.  Strong  relationships  exist  between  infrastructure 
and  agricultural  production.  Infrastructure  construction  and,  of  equal  importance,  infrastructure 
maintenance  must  be  important  components  of  an  agricultural  and  rural  development  strategy. 

Furthermore,  as  urbanization  proceeds,  efficient  infrastructure  and  marketing  channels  will  be 
essential  to  ensure  easy  and  reasonably  priced  flow  of  food  from  rural  to  urban  areas  to  feed  the  urban 
population.  The  high  rates  of  increase  in  the  urban  population  in  the  Third  World  will  place  severe 
pressures  on  the  food  marketing  system,  including  transportation,  storage,  processing,  grading,  and 
market  information.  In  many  developing  countries,  notably  those  of  Sub-Saharan  Africa,  massive 
investments  in  physical  infrastructure  in  both  rural  and  urban  areas  will  be  needed  to  support  the 
feeding  of  the  future  urban  population. 


70 


TESTIM0NY.94,  February  25.  1994  Page  8 


Support  of  Economic  Poficy  Reforms 

While  it  is  clear  that  the  state  has  played  an  inappropriate  and  excessive  role  in  the  economies 
of  many  developing  countries,  it  does  not  follow  that  the  state  has  no  role  to  play  in  the  future.  On 
the  contrary,  the  state  has  an  extremely  important  role  to  play  to  facilitate  effective  and  efficient 
private-sector  activities,  including  privatized  agricultural  input 'and  output  markets,  and  to  assure 
investment  in  the  production  of  public  goods  such  as  those  mentio/ied  below.  Failure  to  recognize  the 
new  role  of  the  public  sector  and  failure  to  strengthen  its  capacity  to  execute  this  role  within  the 
developing-country  reality  could  possibly  be  as  costly  for  the  poor  as  past  excessive  and  inappropriate 
activities  of  the  state.  Relying  exclusively  on  the  private  sector  and  leaving  the  market  to  its  own 
devises  in  countries  with  very  poor  infrastructure,  inappropriate  institutions,  and  underdeveloped 
human  resources  is  a  prescription  for  disaster  based  on  lack  of  understanding  of  the  conditions 
necessary  for  markets  to  operate  efficiently  and  justly. 

I  propose  that  future  assistance  from  the  United  States  place  high  priority  on  the  strengthening 
of  the  small-scale  private  sector  and  on  identifying  the  appropriate  roles  of  the  public  sector  during  the 
adjustment  period  and  beyond  and  on  the  strengthening  of  the  capacity  of  the  public  sector  In 
developing  countries  to  identify  and  assume  such  roles.  This  does  r>ot  imply  an  increase  in  the  size 
of  the  public  sector.  Rather,  it  recognizes  the  importance  of  the  state  to  support  ar>d  facilitate  a 
development  model  based  on  the  private  sector  by  identifying  what  the  public  sector  should  and  should 
not  do  and  enhance  the  former  while  avoidinfl  the  latter.  R^ecting  that  the  state  has  an  important  role 
to  play  may  be  a  costly  mistake.  Yet  it  is  a  serious  risk  during  a  period  when  the  public  sector  is  being 
severely  criticized  (and  correctly  so)  for  past  behavior. 

Education,  HaaHh  Cm:  Omh  Watar 

Food  insecurity,  poor  health,  lack  of  education,  arKl  poverty  are  very  closely  intertwined:  poor 
health  and  inadequate  sanitation  hamper  the  attainmem  of  satisfactory  nutritional  status;  lack  of 
education,  especially  women's  education,  retards  improvement  of  household  food  security.  By  any 
startdard,  the  poor  of  the  Third  World  lead  wretched  lives  and  are  caught  in  a  spiral  of  poverty,  disease, 
and  hunger.  Poor  health,  diseases,  and  illrrasses  reduce  work  productivity  directly  as  well  as  indirectly 
through  the  need  to  take  care  of  sick  family  members.  It  also  diverts  resources  away  from  productive 
uses  to  medk»l  care.  Iruufficient  calorie  and  nutrient  intake  impairs  cognitive  devetopment  school 
performar>ce  of  children,  and  reduces  productivity  of  adults.  Poor  nutrition  and  health  in  early 
childhood  can  have  kmg-term  consequences  that  affect  a  child's  later  progress  in  school.  Without 
continual  access  to  dean  water,  communities  in  the  Third  Wortd  are  condemned  to  constant  outbreaks 
of  disease. 

Despite  significant  improvements  in  provision  of  dean  water  durir>g  the  1 980s,  a  large  proportion 
of  the  Third  Worid  inhabitants  still  lack  access  to  dean  watar.  Most  Third  Wortd  residents  rarely  have 
or  can  afford  access  to  primary  health  care  providers.  ChiMren  are  being  enrolled  in  schools  in 
irKreasing  numbers,  but  drop-out  rates  are  high,  especially  among  females. 

I  propose  that  the  United  States  expaivi  assistance  to  governments  of  k>w-if>come  countries  in 
their  efforts  to  improve  the  well-being  and  productivity  of  the  poor.  Without  these  fundamental 
improvements,  food  security  will  not  in  the  truest  sense — healthy  and  productive  Kves— be  achieved. 


71 


TESTIM0NY.94,  February  25,  1994  Page  9 


Assist  Family  Planning  Efforts 

Population  policies,  including  universal  access  to  family  planning  information  and  technology, 
should  receive  U.S.  support.  Population  grovrth  of  the  magnitude  mentioned  earlier — 100  million  more 
people  each  year — will  severely  constrain  efforts  by  the  Third  World  to  improve  food  security.  It  is 
unlikely  that  Sub-Saharan  Africa  will  be  able  to  cope  with  the  large  population  growth  without 
significant  increases  in  poverty  and  decreases  in  the  overall  standard  of  living.  Past  and  current 
famines  in  the  region,  while  blamed  on  droughts,  wars,  and  adverse  agricultural  policies,  are  to  a 
significant  extent  an  outcome  of  past  high  rates  of  population  growth  and  widespread  poverty.  Failure 
to  significantly  reduce  population  growth  rates  in  the  region  within  the  next  20  years  will  render  all 
other  development  efforts  insufficient  to  avoid  future  famines,  poverty,  and  human  misery  of  a  much 
grater  magnitude  than  seen  In  the  region  so  far.  Family  planning  is  an  essential  part  of  efforts  to 
reduce  population  growth  in  Africa  and  additional  international  support  Is  urgently  needed.  Such 
support  is  also  needed  for  other  regions,  notably  South  Asia. 


CONCLUSIONS 

In  this  testimony,  I  have  suggested  a  number  of  ways  in  which  the  United  States  can  support 
sustainable  improvements  in  food  security  in  developing  countries.  Its  efforts  to  alleviate  food 
insecurity  and  poverty  in  the  Third  World  should  focus  on  those  measures  that  will  reduce  costs  of 
producing  and  distributing  food  and  will  increase  access  to  food  among  those  who  are  currently  food 
insecure.  Ideally,  assistance  should  be  focused  on  those  activities  that  encompass  both  Improved 
access  and  Improved  productivity.  Among  such  activities,  support  for  small-scale  agricultural 
production  Is  of  critical  importance  because  it  alleviates  poverty  while  making  more  food  available  at 
lower  costs  and  stimulates  broad-based  economic  growth,  which  in  turn  is  essential  for  sustainable 
eradication  of  food  insecurity. 

There  is  a  long  lag  time  between  investment  in  agricultural  development  and  corresponding 
improvements  in  food  security.  A  commitment  must  be  made  now  to  improve  world  food  security  and 
eradicate  hunger;  otherwise  we  will  pay  many  times  over  in  the  years  to  come  in  terms  of  production 
shortfalls,  environmental  degradation,  and  increased  food  Insecurity  and  related  human  suffering. 

Unfortunately,  International  financial  support  to  agricultural  development  has  decreased  very 
significantly  during  the  1980s  and  early  1990s.  A  recent  IFPRI  study  shows  that  real  external 
assistance  to  agriculture  In  low-income  countries  declined  from  $12  billion  in  1980  to  $10  billion  in 
1  990,  while  the  share  of  agriculture  in  development  assistance  declined  from  20  percent  In  1  980  to 
1 4  percent  in  1 990.  AID  support  for  agricultural  development  decreased  by  50  percent  between  1 988 
and  1 993.  At  the  same  time,  no  real  advances  have  been  made  to  reduce  the  negative  effects  on 
developing-country  agriculture  from  the  protection  of  OECD  agriculture  although  the  recent  conclusion 
of  the  Uruguay  Round  offer  some  promise. 

A  reversal  of  the  downward  trend  In  international  support  for  developing-country  agriculture  is 
urgently  needed  not  only  to  assure  future  food  supplies  and  protect  natural  resources,  but  also  to 
facilitate  general  economic  growth  and  poverty  alleviation  In  low-income  developing  countries.  This 
is  also  critical  for  expanding  export  markets  for  both  agricultural  and  nonagricultural  commodities  from 
rk^  United  States.  Preliminary  findings  from  on-going  IFPRI  research  support  findings  from  earlier 
research  that  agricultural  growth  in  low-income  countries  results  in  Increasing  Imports  of  both 
agricultural  and  nonagricultural  commodities.  Thus,  rather  than  reducing  export  markets  as  feared  by 
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some  farm  groupc  in  the  United  States,  foreign  assistance  to  developing-country  agriculture  expands 
tfiese  markets. 

Recent  cuts  in  financial  support  of  agricultural  researcfi,  wtiich  must  be  the  foundation  for  efforts 
to  improve  food  security,  including  research  by  the  CGIAR,  is  particulariy  worrisome  because  of  the 
critical  importance  of  research  and  technology  to  protect  natural  resources  from  exploitation  in  efforts 
to  meet  future  food  needs.  I  understand  this  topic  will  be  dealt  with  in  greater  detail  by  Norman 
Boris ug. 
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I  will  address  my  testimony  today  to  the  crucial  role  of  agricultural  research  in 
iTieeting  U.S.  foreign  policy  goals  for  the  world's  poor  countries.  It  is  an  honor  to  make 
this  presentation  before  a  Congressional  committee  whose  focus  so  closely  mirrors  my 
life's  v/ork.  1  have  been  engaged  in  agricultural  research  and  rural  development  in  the 
Third  World  for  almost  50  years,  and  have  probably  met  with  more  farmers  in  more 
countries  than  any  man  alive.  During  my  career  I  have  seen  notable  improvements  in  the 
agriculture  of  many  developing  countries,  have  seen  dramatic  changes  in  attitudes  about 
what  is  possible,  have  seen  the  fortunes  of  developing  country  agricultural  research 
programs  rise  and  fall,  and  have  seen  disruptive  fads  and  bandwagons  —  generally 
initiated  in  affluent,  food-surplus  countries  —  come  and  go.  What  I  see  today  is  that  we 
have  accomplished  much,  but  that  immense  challenges  and  opportunities  are  still  before 
us.  Foremost  on  our  agenda  is  the  urgent  need  to  improve  food  production  and  distribu- 
tion to  alleviate  hunger,  poverty,  and  human  misery,  with  the  larger  goal  of  preventing 
social,  economic  and  political  upheavals  in  developing  coimtries. 

Critical  Issues  in  Sustainable  Development 

A  brief  digression  on  the  importance  of  agriculture  and  agricultural  research  in 
sustainable  development  will  help  set  the  stage  for  my  subsequent  remarks.  The  Earth 
Summit  crystallized  global  opinion  that  poverty,  environmental  degradation,  and  popula- 
tion growth  are  the  dominant  problems  of  the  developing  world.  The  three  problems 
interact  strongly,  and  the  convergence  of  alarming  trends  on  all  du-ee  fronts  has  brought 
the  issue  of  sustainable  development  to  the  foreground.  But  the  pivotal  problem  here  is 
poverty.  Poverty  drives  farmers  to  focus  on  short-term  output  for  survival,  at  die  expense 
of  the  enviroiunent;  poverty  is  a  major  factor  in  high  birth  rates  and  death  rates;  and 
poverty  among  the  masses  limits  governments'  abilities  to  provide  education,  health 
services,  employment,  and  other  programs  to  address  the  nexus  of  problems.  Thus,  any 
effort  to  slow  population  growA  or  heal  the  environment  will  have  short-run  success  at 
best  unless  poverty  is  alleviated  through  income  growdi. 
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The  worid's  poor  -  both  urban  and  rural  —  rely  heavily  on  agriculture,  either  as  the 
source  of  the  foodstuffs  on  which  they  spend  the  bulk  of  their  limited  budgets,  or  as  their 
principal  source  of  income  or  employment.  An  average  60%  of  the  total  population  in  the 
poorest  developing  countries  are  subsistence  farmers  or  landless  laborers,  and  riiral 
poverty  -  especially  in  Africa  ~  is  the  most  acute  problems  these  countries  face.  To  raise 
incomes,  then,  we  must  increase  the  productivity  of  agriculture,  for  it  is  the  engine  that 
powers  change  in  all  other  sectors  of  the  economy  ~  generating  greater  returns  to 
farmers,  providing  more  employment  opportunities  both  on-  and  off-farm,  enhancing  the 
availability  of  food,  and  lowering  food  prices.  There  are  three  major  ways  to  increase 
agriculture's  productivity:  through  the  development  and  use  of  improved  technologies, 
more  effective  policy,  and  better  infrastructure.  And  to  design  better  policies  and  techno- 
logies, research  is  indispensable. 

For  the  purposes  of  this  discussion,  I  will  rely  on  a  variation  of  the  defmition  of 
sustainable  agriculture  put  forward  by  the  Brundtland  Commission,  that  is:  "Sustainable 
agriculture  should  involve  the  successful  management  of  resources  for  agriculture  and 
forestry  to  satisfy  changing  human  needs  while  maintaining  or  enhancing  the  quality  of 
the  environment  and  conserving  natural  resources."  Note  that  this  implies  agricultural 
and  forestry  sectors  with  dynamic  production  potential  to  meet  the  additional  food  and 
fiber  demands  of  the  future,  as  well  as  one  which  is  environmentally  benign.  Sustainable 
agriculture  must  also  be  farmer-friendly  —  economically  advantageous,  drudgery-mitigat- 
ing, and  simple  enough  that  poor  fanners  are  able  to  adopt  the  new  techniques.  A  key 
component,  then,  of  sustainability  are  productivity-enhancing,  resource-conserving 
technologies  that  farmers  will  be  able  to  implement. 

In  this  context,  four  issues  rank  highest  on  our  agricultural  research  agenda  for  the 
next  20  years.  First  is  to  enhance  the  genetic  potential  of  plants  and  animals,  making 
them  more  efficient  at  converting  inputs  —  water  and  nutrients  —  into  outputs  for  human 
consumption.  Second  is  to  develop  improved  crop,  forestry,  livestock,  and  ecosystem 
management  techniques  to  pemut  the  greatest  aggregate  expression  of  genetic  potential 
while  protecting  agricultm-e's  natural  resource  base.  Improvements  in  genetics  and 
management  practices  will  also  reduce  the  risk  of  crop,  forestry  and  livestock  losses  to 
pests  and  disease.  Third  is  to  strengthen  global  capacity  for  preserving  and  benefiting 
from  biodiversity.  And  last  is  to  frame  more  sensitive  policy  measures  to  motivate 
farmers  to  adopt  sustainable  farming  practices  to  benefit  generations  to  come. 
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I  will  touch  on  each  of  these  issues  in  turn.  To  illustrate  where  I  see  research  heading, 
1  will  cite  several  examples  of  recent  outputs  from  the  international  agricultural  research 
centers  which  are  members  of  the  Consultative  Group  on  International  Agricultural 
Research  (the  CGIAR).  The  U.S.  government,  through  USAID,  was  a  founding  member 
of  this  consortia  of  research  institutes,  and  has  been  its  leading  supporter  throughout  its 
23-year  history.  In  a  time  when  we  hear  so  much  about  development  failures  and  funds 
misspent,  the  U.S.  should  be  proud  of  the  tremendous  successes  it  has  sponsored  through 
the  CGIAR.  These  successes  consist  not  only  of  improved  yields  and  increased  produc- 
tion in  developing  countries,  but  also  of  large  spillover  benefits  to  U.S.  agriculture  via 
increased  productivity  and  reduced  risks  for  farmers  here  at  home.  These  are  not  the  only 
success  stories  to  be  reported  -  there  are  many  -  nor  have  researchers  in  the  CGIAR 
done  it  alone.  But  as  a  long-time  veteran  of  this  system,  they  are  the  stories  I  know  best. 

Genetic  Improvement 

With  apologies  to  my  colleagues  making  significant  genetic  advances  in  animal,  fish 
and  forestry  research,  I  will  focus  here  on  crop  improvement  ~  work  which  involves  plant 
breeders,  geneticists,  agronomists,  soil  scientists,  physiologists,  pathologists,  cereal 
technologists,  and  applications  of  biotechnology  towards  four  objectives:  (1)  to  increase 
yields;  (2)  to  develop  varieties  with  greater  nutrient  efiBciency;  (3)  to  ensure  greater  yield 
stability  through  resistance  to  pests,  diseases,  and  environmental  stresses;  and  (4)  to 
develop  new  plant  types  that  fit  into  more  environmentally  benign  cropping  systems. 

Increasing  yields:  The  goal  of  continually  increasing  the  yield  potential  of  the 
world's  foodstuffs  must  remain  paramount.  Just  to  keep  pace  with  population  growth  and 
rising  incomes,  the  world  will  need  to  produce  an  extra  32  million  tons  of  grain  (princi- 
pally rice,  wheat  and  com)  every  year.  The  increased  demand  in  the  fiiture  will  have  to 
be  met  almost  entirely  through  intensifying  cultivation  and  by  using  more  productive 
varieties.  To  repeat:  increased  productivity  is  the  only  way  to  ensure  low  (and  declining) 
food  prices,  which  guarantee  the  food  and  income  security  of  consumers  and  underpin  the 
entire  econotnic  growth  process  —  while  still  generating  profits  for  fanners. 

This  may  be  obvious,  but  what  is  less  apparent  is  that  by  sustaining  adequate  levels  of 
output  on  land  already  being  fanned  in  enviroiunents  suitable  for  agriculture,  we  restrain 
and  even  reverse  the  drive  to  open  more  fi^gile  lands  to  cultivation.  A  compelling  case  in 
point  is  that  of  India.  Were  that  country  to  produce  its  current  wheat  harvest  with  the 
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technologies  of  30  years  ago,  fanners  would  have  to  bring  over  100  million  acres  of  land 
of  equal  quality  into  production.  More,  actually,  since  most  of  India's  good  land  is 
already  under  the  plow.  But  with  wheat  varieties  which  now  yield  more  than  three  times 
what  they  did  in  the  early  1960s,  a  tremendous  onslaught  on  fragile  lands  and  forest 
margins  has  been  avoided.  As  economist  Dennis  Avery  of  the  Hudson  Institute's  Center 
for  Global  Food  Issues  stated  before  House  Agricultural  Committee  staff  in  September 
1993,  on  a  global  level,  high-yielding  varieties  have  saved  some  10  million  square  miles 
of  wilderness  from  cultivation  —  more  than  the  total  area  of  North  America. 

Increased  nutrient-efficiency:  Another  major  goal  is  to  breed  plant  varieties  which 
are  more  efficient  in  converting  water  and  plant  nutrients  into  food.  Here  we  are  building 
on  the  successes  which  gave  rise  to  the  Green  Revolution  of  the  1960s,  in  which  the 
"architecture"  of  wheat  and  rice  plants  was  reshaped  so  that  much  more  of  the  plants' 
energies  went  into  producing  grain  instead  of  straw.  The  International  Rice  Research 
Institute  is  now  working  on  yet  another  transformation  of  the  rice  plant. 

Research  is  also  leading  to  varieties  that  can  match  or  exceed  current  yield  levels  with 
less  water  or  even  under  drought  conditions.  Drought-resistant  com  recently  developed 
at  the  International  Maize  and  Wheat  Improvement  Center  (known  by  its  Spanish  acro- 
nym, CIMMYT)  offers  great  promise  for  areas  where  rainfall  is  irregular  —  as  frequently 
occurs  in  Africa  —  and  should  provide  farmers  with  more  than  $100  million  in  additional 
income  each  year.  Likewise,  we  can  expect  to  see  plants  that  are  more  efficient  at  using 
nitrogen  and  other  nutrients,  thereby  "stretching"  the  value  of  those  costly  inputs. 

Plants  are  also  being  developed  which  survive  harsh  temperature  or  soil  conditions, 
such  as  new  varieties  of  rice,  wheat,  com,  sorghum,  and  soybeans  that  tolerate  the  acidic 
soils  covering  more  than  1.5  million  square  miles  of  savanna  in  South  America  and 
Africa.  These  new  varieties  will  open  the  way  to  sustainable  farming  systems  involving 
rotations  of  the  above  crops  along  with  improved  pasture  grasses.  The  Intemational 
Center  for  Tropical  Agriculture  (CLAT)  is  already  promoting  an  improved  rice-pasture 
farming  system  on  acidic  soils  in  South  America  which  can  accommodate  several  times 
more  cattle  and  produce  significantly  greater  weight  gain  than  native  savanna,  while 
contributing  to  the  recovery  of  overgrazed  pasture  land. 

Genetic  resistance  to  pests  and  diseases:  Genetic  resistance  dramatically  reduces  the 
use  of  toxic  pesticides  or  fungicides,  and  significantly  increases  yield  stability  (or  put 
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conversely,  lowers  the  risk  of  wide  fluctuations  in  yields  due  to  pest  and  disease  attacks). 
For  example,  CIMMYT  has  incorporated  into  wheat  durable  resistance  to  that  crop's 
number  one  and  two  diseases  -  stem  and  leaf  rust.  Worldwide  stem  rust  resistance  was 
achieved  40  years  ago,  with  leaf  rust  resistance  dating  back  12  years;  leaf  rust  alone  for- 
merly cost  farmers  an  average  of  $750  million  per  year  in  crop  losses.  The  International 
Potato  Center  (CI?)  is  now  leading  an  international  network  to  strengthen  genetic  resis- 
tance to  a  new  strain  of  potato  late  blight  fungus  (the  disease  that  caused  the  19th  centuiy 
Irish  potato  famine)  that  hgas  appeared  in  Europe,  Asia  and  East  Afiica.  Twenty  years 
ago,  CIP  produced  the  fu^t  batch  of  potatos  with  broad  genetic  resistance  to  late  blight, 
enabling  the  spread  of  potato  cultivation  across  Afiica  and  a  production  increase  of  140% 
compared  to  the  early  1960s.  CIP  has  ah-cady  developed  breeding  lines  resistant  to  die 
new  fungus  strain,  and  is  sharing  tfiese  globally.  (Parenthetically,  both  rounds  of  woric  on 
late  blight  has  benefitted  gready  fi^om  collaboration  with  the  Mexican  national  research 
system.)  In  both  rust-resistant  wheat  and  blight-resistant  potatoes,  science  has  in  effect 
substituted  genes  for  chemicals. 

Advances  in  biotechnology  add  to  tfie  "tool-kit"  of  conventional  plant  breeding 
towards  these  ends.  Among  the  biotechnology  tools  akeady  being  used  are  molecular 
mapping  techniques  to  identify  useful  genes  and  gene  combinations,  and  to  screen  for 
these  genes/gene  combinations  in  the  "offspring"  of  plant  crosses;  molecular  transfoima- 
tions  that  insert  alien  genes  direcUy  into  plants;  methods  to  evaluate  the  actual  expression 
of  these  foreign  genes  in  their  new  hosts;  and  tissue  culturing,  which  enables  us  to  clone 
and  grow  plants  fi^om  single,  transformed  cells.  These  and  other  new  methods  will  short- 
cut and  speed  up  progress,  especially  for  plant  traits  which  are  derived  fi-om  single  or 
relatively  few  genes  (we  know  that  specific  kinds  of  insect  resistance,  for  example,  are 
simply  controlled).  However,  for  more  complex  characteristics  such  as  high  yield, 
mainstream  breeding  will  continue  to  be  the  principal  route  to  future  achievements. 

Let  me  stress  diat  in  all  these  cases,  the  input  efficiency  embodied  in  modem  varieties 
will  require  less  technical  skills  and  management  on  the  part  of  fanners  than  alternative 
approaches.  For  example,  a  variety  incorporating  resistance  to  a  particular  pest  usually 
will  be  easier  to  diffiise  to  farmers  than  will  the  intricacies  of  integrated  pest  management 
(IPM).  Moreover,  pest-resistant  varieties  typically  fonn  an  important  component  of 
general  1PM  strategies.  In  much  the  same  way,  fiiture  research  can  be  expected  to  pro- 
vide new  plant  types  tiiat  will  fit  into  more  environmentally  benign  cropping  systems. 
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such  as  varieties  that  perform  well  under  conservation  tillage  practices  (with  resistance  to 
new  diseases  that  emerge  under  these  cultivation  practices),  or  which  are  shade-tolerant 
to  fit  into  erosion-controlling  agro-forestry  schemes. 

Crop  and  Natural  Resources  Management  Research 

Crop  management  research  (CMR)  has  long  played  an  important  role  in  identifying 
the  cultivation  practices  required  so  that  the  higher  yield  potential  of  modem  varieties  can 
be  expressed.  Often,  this  has  involved  research  on  the  efficient  use  of  external  inputs 
such  as  fertilizers  and  pesticides.  Crop  management  irmovations  include  changes  in  the 
timing  and  methods  of  planting  (e.g.,  beds  vs.  furrows,  with  differential  impact  on  labor, 
plant  nutrient,  and  water  requirements)  and  in  the  application  of  fertilizers  and  pesticides, 
as  well  as  new  crop  rotations.  Some  of  our  most  noteworthy  recent  achievements  have 
built  on  CMR  to  develop  integrated  pest  management  systems.  IPM  adds  to  the  portfolio 
of  crop  management  practices,  measures  such  as  careful  monitoring  of  insect  populations 
so  that  insecticides  are  used  only  when  most  needed,  and  the  detection  and  introduction 
of  natural  parasites  and  predators  that  are  pest-specific.  Using  such  an  approach,  CIAT 
and  the  International  Institute  for  Tropical  Agriculture  successfully  battled  the  cassava 
mealy  bug,  a  pest  introduced  from  Latin  America  into  Africa  without  its  natural  enemies, 
and  which  caused  African  cassava  farmers  tens  of  millions  of  dollars  in  crop  losses  every 
year.  CIAT  scientists  identified  the  mealy  bug's  foes  in  its  native  environment,  and  the 
two  institutes  found  a  way  to  mass  breed  and  release  them  across  Africa;  research  contin- 
ues to  identify  additional  means  of  natural  pest  control. 

As  concerns  about  the  environment  mount,  CMR  is  evolving  into  an  even  more 
sophisticated  set  of  activities  fallihg  under  the  heading  of  "natural  resources  management 
research"  (NRMR).  Whereas  CMR  puts  more  emphasis  on  controlling  the  impact  of 
environment  on  crops,  in  NRMR  greater  emphasis  is  placed  on  the  effect  of  crop  produc- 
tion on  the  environment.  Compared  to  the  near-term  focus  of  CMR,  NRMR  is  more 
concerned  with  understanding  processes  of  resource  degradation,  developing  technologies 
that  slow  or  reverse  these  processes  while  improving  productivity,  and  exploring  oppor- 
tunities for  policy  change  to  encourage  farmer  adoption.  The  complexity  of  natural 
resource  management  research  also  requires  the  participation  of  a  broad  host  of  actors, 
frequently  at  the  local  level. 

There  arc  also  numerous  efforts  underway  to  study  systems  interactions  as  they  relate 
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to  resource  quality.  One  notable  example  is  addressing  slash*and-bum  agriculture,  a 
practice  which  presently  causes  the  annual  loss  of  more  than  25  million  acres  of  tropical 
rainforest.  As  an  aside,  it  is  worth  mentioning  that  slash-and-bum  techniques  supported 
agriculture  in  traditional  societies  for  millennia.  It  was  not  until  population  pressures 
accelerated  the  depiands  on  this  system  that  it  became  "unsustainable";  nowadays,  some 
300  million  people  are  caught  in  its  net  of  poverty.  The  International  Center  for  Research 
on  Agroforestry  (ICRAF)  is  coordinating  a  global  effort  to  find  alternatives  to  this 
system;  ICRAFs  objectives  include  slowing  rates  of  deforestation  and  reclaiming 
degraded  land  in  these  areas. 

Conservation  of  Biodiversity 

We  are  concerned  about  biodiversity  for  two  ver>'  practical  reasons  (as  well  as  for 
other  less  tangible  reasons).  First,  for  the  major  food  crops  of  the  world,  biodiversity 
represents  the  storehouse  of  genetic  source  material  for  further  advances  in  yield  potential 
and  for  insect  and  disease  resistance.  The  hallmark  of  modem  plant  breeding  has  been 
die  ongoing  incorporation  of  this  diversity  into  commercial  varieties  through  crosses  with 
land  races  and  related  species  and  genera.  A  case  in  point  are  the  "Veery"  wheat  varieties 
developed  by  CIMMYT,  which  are  a  cross  between  winter  and  spring  bread  wheat  varie- 
ties (a  combination  that  would  have  been  very  unlikely  in  nature)  and  have  the  genes 
from  almost  SO  landraces  and  18  countries  in  their  lineage.  Thus,  instead  of  diminishing 
die  genetic  diversity  of  our  most  important  food  crops,  we  arc  actually  expanding  it  -  but 
only  dirough  applying  our  increasingly  sophisticated  knowledge  of  the  genetic  character- 
istics of  a  vast  pool  of  potential  breeding  materials. 

The  second  reason  for  seeking  to  preserve  diversity  in  the  plant  kingdom  is  the  sense 
tfiat  countless  nonconunercial  species  under  increasing  threat  of  extinction  may  hold  as- 
yet  undocumented  promise  for  mankind,  because  of  their  food,  medicinal  or  other  prop- 
erties. To  realize  this  promise,  the  global  community  will  have  to  develop  and  implement 
more  systematic  measures  to  identify  and  preserve  species  of  high  potential  value.  Given 
the  magnitude  of  the  task  and  limited  resources  available,  a  realistic  approach  must  entail 
some  mediod  of  prioritizing  conservation  efiforts  in  this  regard.  Biodiversity  conservation 
will  require  both  in  situ  protection  as  well  as  a  global  network  of  gene  banks.  The  latter 
system  is  already  partially  in  place  via  the  CGIAR's  collections  of  most  of  die  worid's 
major  commercial  food  crops,  which  complement  die  holdings  of  gene  banks  in  devel- 
oped and  developing  countries  around  the  globe  (including  the  "super-power"  of  all  gene 
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banks,  that  of  the  U.S.  Department  of  Agricultuxe).  But  simply  collecting  plant  varieties 
will  not  be  enough;  exhaustive  research  will  also  be  needed  to  document  the  genetic 
makeup  and  potential  value  of  these  species. 

One  of  the  centers  of  the  CGIAR  —  the  International  Plant  Genetics  Resource  Institute 
—  has  the  explicit  mandate  to  promote  the  conservation  and  use  of  plant  genetic  resources 
for  sustainable  development,  in  partnership  with  governmental  and  nongovernmental 
organizations  throughout  the  world.  It  also  bears  repeating  that  one  of  the  most  effective 
ways  to  prevent  the  destruction  of  biodiversity  habitats,  especially  of  noncommercial  . 
plant  species  and  wildlife,  is  to  minimize  the  pressure  from  fanners  to  open  new  lands  for 
cultivation  —  by  maintaining  high  levels  of  productivity  on  land  already  being  farmed. 

Policy  Research 

Policies  affect  the  implementation  of  sustainable  agricultural  practices  directly,  as 
well  as  indirectly  through  their  impact  on  poverty,  population  growth  and  the  environ- 
ment. To  cite  but  two  examples  of  the  former,  policies  governing  the  security  of  land 
tenure  will  directly  affect  farmers'  willingness  to  invest  in  long-term  conservation  meas- 
ures, while  subsidies  or  taxes  on  inputs  will  affect  farmers'  decisions  regarding  the  use  of 
water,  fertilizers  and  pesticides  vs.  alternative  management  practices.  As  powerful  as 
these  direct  policy  effects  may  be,  policies  that  indirectly  affect  the  sustainability  of 
agriculture  may  ultimately  prove  to  be  more  influential.  Given  the  interaction  between 
poverty,  environment,  and  population  growth  which  I  described  at  the  outset,  any  and  all 
policies  that  affect  economic  growth,  income  distribution,  employment  generation,  popu- 
lation growth,  and  poverty  alleviation  can  be  said  to  affect  the  sustainability  of  agriculture 
indirectly.  As  might  be  expected,  there  are  too  many  of  these  to  list. 

Agricultural  research  must  help  inform  the  process  of  policy  formulation.  Knowledge 
of  farmers'  circumstances  gained  through  research  (especially  farming  systems  research) 
can  be  useful  in  the  design  of  institutional  innovations.  At  the  very  least,  research  must 
make  explicit  some  of  the  costs  associated  with  resource  degradation  and  pollution  when 
comparing  alternative  technologies  and  options  for  farmers  and  for  society.  When  off- 
site  effects  are  included,  when  inputs  and  products  are  properly  valued,  and  when  costs 
associated  with  degradation  of  the  natural  resource  base  are  included,  regenerative  tech- 
nologies may  be  more  profitable  than  conventional  technologies.  The  information  needed 
for  such  comparisons  can  only  come  firom  careful  research. 
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ne  Global  Division  of  Labor  on  Agricultural  RAD 

The  examples  I  have  cited  above  are  but  a  sample  of  the  hundreds  of  research  activi- 
ties currently  underway  in  the  international  agricultural  research  centers  of  the  CGIAR 
addressing  issues  in  sustainable  development  But  as  I  said  in  my  opening  remarks,  the 
international  centers  are  by  no  means  die  only  players  in  this  arena.  Over  the  last  40 
years  or  so,  a  complex  global  network  of  research  and  extension  has  painstakingly  been 
built  up,  and  has  carried  coundess  new  discoveries  into  farmers'  fields.  This  network 
embraces  advanced  research  institutes  in  the  industrialized  countries  (including  U.S. 
universities),  national  agricultural  research  systems  in  developing  countries  (including 
universities  there  and  national  extension  systems),  private  sectOT  seed  companies  and 
agribusinesses,  nongovernmental  organizations,  and  of  course  farmers  around  the  world. 

Each  has  a  special  area  of  advantage,  and  all  must  work  in  parmership.  International 
centers  have  major  contributions  to  make  to  breeding;  to  research  on  strategic  concerns 
which  affect  large  areas  and  transcend  national  boundaries;  and  to  developing  methodolo- 
gies which  can  be  used  by  others  for  studying  natural  resource  issues.  To  evaluate  and 
cany  the  results  of  the  international  centers  to  farmers,  and  to  "cross-fertilize"  agricultu- 
ral research  woridwide,  international  testing  networks  involving  diousands  of  scientists  in 
national  programs  have  played  a  critical  role.  National  and  local  research  bodies,  and    - 
NGOs  involved  in  technology  transfer  and  direct  work  with  farmers  have  an  important 
function  in  location-specific  issues.  The  private  sector  will  play  a  part  in  developing  and 
disseminating  some  new  varieties  and  management  techniques,  but  we  must  not  expect 
too  much  here  as  many  of  the  technologies  required  for  poorer  fanners  will  not  yield  a 
direct  return  to  their  developers  (i.e.,  they  are  by  nature  non-proprietary). 

The  paradox  facing  all  of  us  in  research  and  extension  today  is  diat  just  when  the  need 
for  greater  efifoit  in  agricultural  development  has  become  so  urgent,  support  to  this  work 
is  being  gutted.  The  U.S.  Agency  for  International  Development  reduced  its  support  to 
developing  country  agriculture  by  50%  in  real  terms  since  1988,  and  the  Worid  Bank's 
support  dropped  by  25%  over  the  same  period.  Even  the  successfiil  work  of  die  CGIAR 
centers  is  being  direatened  by  cuts  from  numerous  international  development  assistance 
agencies,  including  USAID  (so  far,  die  World  Bank  and  Japan  are  die  only  notable 
exception).  Indebtedness  and  inflationary  pressures  in  developing  countries  have  both 
worsened  problems  there  and  crippled  governments'  capacities  to  cany  out  essential 
adaptive  research  and  extension  work  to  farmers.  The  lament  is  not  for  the  potential 
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dismembering  of  institutions,  but  rather  for  the  loss  to  the  world's  capacity  to  address 
sustainability  issues. 

It  will  be  our  children  who  realize  the  magnitude  of  this  loss,  and  it  will  take  years  to 
recover.  Agricultural  research  is  not  a  one-shot  deal,  but  an  ongoing  process  addressing 
continually  evolving  problems.  Not  only  will  demands  for  food  increase,  but  any  new 
pattern  of  production  will  generate  requirements  for  new  research.  All  agricultural 
research  entails  a  long  time  horizon  (it  typically  takes  10-15  years  from  the  time  a  prob- 
lem is  diagnosed  until  a  solution  reaches  fanners'  fields);  natural  resource  management 
research  requires  even  longer  to  monitor  and  effect  gradual  changes  in  physical  resources. 
And  it  takes  years  to  build  up  international  cadres  of  scientific  and  extension  staff,  and 
the  collaborative  mechanisms  to  deliver  the  goods  to  farmers.  In  this  regard,  I  must 
emphasize  that  solutions  to  sustainability  problems  absolutely  require  sustainable  fund- 
ing. If  sustainability  is  to  be  more  than  just  another  passing  fad,  the  magnitude  of  support 
must  match  the  magnitude  of  the  challenge. 

The  Cost  of  Inaction 

During  my  lifetime,  world  population  has  increased  from  1.6  billion  to  5.5  billion. 
We  know,  sitting  here  today,  that  population  continues  to  grow,  adding  1  billion  more 
people  every  decade.  As  the  great  biologist  Edward  Wilson  states,  "The  raging  monster 
upon  the  land  is  population  growth.  In  its  presence,  sustainability  is  but  a  fragile  theore- 
tical construct." 

We  know  that  the  majority  of  the  world's  new  citizens  will  live  in  the  less  developed 
countries.  We  know  that  the  onlyjway  to  provide  food  for  these  billions,  and  to  generate 
the  income  to  grow  them  out  of  poverty,  and  to  protect  the  environment,  is  to  ensure  that 
agriculture  remains  vibrant  We  know  that  research  is  essential  to  providing  solutions, 
and  we're  on  track  to  get  there. 

We  are  indebteded  for  today's  success  stories  to  those  leaders  20  years  ago  who  had 
the  foresight  to  champion  the  cause  of  agriculture.  If  not  for  them,  today's  problems 
would  be  infinitely  worse;  thanks  to  them,  hundreds  of  millions  of  people  have  been 
saved  from  misery.  We  know  that,  unless  we  restore  the  commitment  to  agricultural 
research  and  development,  the  future  is  grim  for  the  world's  poor.  Social,  economic  and 
political  chaos,  and  massive  migrations  of  destitute  people  would  be  unavoidable.  We 
know  the  cost  of  inaction  to  be  incalculable. 


83 


heritage  ^Toundathti 


A  tms'dcmpl  public  poliCY  imnth  imcinjtt 


STATEMENT  OF 

THOMAS  P.  SHEEHY 

JAY  KINGHAM  FELLOW  IN  INTERNATIONAL  REGULATORY  AFFAIRS 

THE  HERITAGE  FOUNDATION 

BEFORE  THE  COMMITTEE  ON  AGRICULTURE 

SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE  AND  HimGER 

U.S.  HOUSE  OF  REPRESENTATIVES 

1  MARCH  1994 


Edwia  I  FtulMi.  It.  l>mi<M  rWHp  N  TrahKl.  Esnmr  Via  fimirM  Hobm  ft  iBtowto.  Via  rioKtal 

Sniait  kl  aullR.  Vkt  Pmdnl  Kn It  Hetao.  Vn PmycM  Adj*  M»)inu«i.  Va fiaiin) 

KjIc  WaM  dnmc  Viix  fnnalnH  PlM  E.  S.  Pnv.  Vkt  Prmdnf  Tcrmn  ScuIob.  Vnr  finiinu 

latn  Voa  lUanoit.  fn  Pinaina  b  Jrmmm  tmm*  lamm.  Ccnmtcr 

Orna».»mm.US3.ammmi  Kdurd  11  ScaMt.  Vnr  ChvMt  \.fnitnclmdt.Strtlmr 

CnxtOxm  iHt^iOtaB  Edwa)  FndMr.lr 

|<fTTHyM  lcta«KKftaMt.nLa  Lnnt  E.  LilnMi 

HoL  I  WUkan  Mkldtwtart  n  TWauiLlhida  TluMiAtac 

Hob.  Frank  (itiriiipiMT  Him.  WHUm  t  Snon 

Hon.  lay  Vaa  AnM  ..  fimuii  A  Wdh 


JoiifkCaon  Ho*. Sktfey Cidoa  Davii.  Okanaia  EamM  Ha>yStl«Marl 

Hon.  lack  EdKid    Smk  T  Hmnaa* 

214  MuiKhuMtti  Avenue.  NE  •  Wntiu^tan.  D.C  20002-4999  •  002)  $46-4400 


84 


Thank  you  for  inviting  me  to  appear  before  the  Committee 
today  to  discuss  U.S.  foreign  aid  policy.   I  have  been  asked  to 
discuss  specifically  economic  indicators  as  a  model  for 
allocating  U.S.  development  assistance.   The  Clinton 
Administration,  with  its  proposed  Peace,  Prosperity,  and 
Democracy  Act  of  1994,  has  identified  the  commitment  to  free 
market  generated  economic  grovrth  shown  by  recipients  of  U.S. 
development  aid  as  a  criterion  to  be  used  In  deciding  how  that 
aid  is  allocated  among  countries.   The  Administration's  attention 
to  free  markets  is  welcome,  but  not  sufficient.   The  commitment 
to  free  market  generated  economic  growth  shown  by  recipient 
countries  should  be  the  primary  criterion  for  allocating  U.S. 
development  assistance.   Otherwise,  U.S.  aid  is  sure  to  be  wasted 
or  even  used  counterproductively,  as  has  been  the  case  so  often 
in  the  past.   The  Index  of  Economic  Freedom  — a  quantitative 
gauge  of  a  country's  economic  freedom —  measures  this  free  market 
commitment.   The  Index  should  be  the  centerpiece  of  the  revamped 
U.S.  development  aid  program,  supplanting  the  laundry  list 
approach  to  development  aid  which  characterizes  the 
Administration's  proposed  reforms. 

It  is  no  secret  that  many  of  the  countries  that  have 
received  the  billions  in  U.S.  development  aid  given  out  over  the 
last  30  plus  years  have  little  progress  to  show  in  developing 
their  national  economies.   Sadly,  many  of  these  countries  find 
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themselves  worse  off  today  economically  than  20  and  30  years  ago. 
This  is  particularly  true  throughout  Africa,  a  continent  where 
economic  growth  has  stagnated  and  infrastructure  and  social 
services  have  deteriorated  while  corruption  has  become  rampant. 

Of  course,  many  factors  have  contributed  to  economic 
stagnation  in  Africa  and  elsewhere.   Large  swaths  of  the 
developing  world  have  been  plagued  by  bad  government.   Leaders 
intent  on  little  more  than  personal  power  and  enrichment  at  their 
countries'  expense,  some  -supported  by  the  U.S.  for  Cold  War 
strategic  reasons,  have  been  all  too  common.   Widespread  civil 
war  and  ethnic  unrest  have  retarded  economic  development.   The 
developing  world  has  also  had  to  contend  with  deteriorating  terms 
of  trade,  among  other  difficulties. 

Nevertheless,  th?  single  most  detrimental  factor  to  economic 
growth  throughout  the  developing  world  unquestionably  has  been 
statist  economic  policies.   Wherever  industries  have  been 
nationalized  or  protected,  monopolies  for  the  distribution  of 
agricultural  products  have  been  established,  regulations  have 
been  heavy-handed  and  incentives  for  production  have  been 
destroyed  through  taxation,  economic  stagnation  has  quickly 
followed.   This  has  been  as  true  in  Brazil  as  in  Tanzania.   On 
the  other  hand,  those  countries  which  have  graduated  from  the 
ranks  of  the  developing  to  middle  or  high  Income  countries  have 
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all  pursued  largely  open  and  market-oriented  development 
strategies. 

Chile,  Singapore,  South  Korea  and  the  other  economic 
successes  have  also  received  a  minimal  amount  of  development  aid, 
far  less  on  a  per  capita  basis  than  most  of  the  world's  poorest 
countries.   Chile's  economy  actually  took  off  to  its  current 
heights  only  when  it  was  essentially  cut  off  from  foreign  aid  for 
political  reasons  in  the  early  1970s.   This  being  the  case,  you 
may  ask  why  provide  development  aid  at  all?   Its  record  of 
accomplishing  little  is  substantial,  it  often  has  served  to 
subsidize  countries'  pursuit  of  self  destructive  economic 
policies,  and  its  contribution  to  development  is  at  best 
marginal. 

Recognizing  that  development  aid  spending  will  continue,  in 
part  because  under  the  right  circ»imstances  it  can  do  some  good, 
it  is  essential  that  the  U.S.  learn  from  the  past  and  ensure  that 
its  development  aid  is  directed  only  to  those  recipients  who  have 
demonstrated  a  commitment  to  free  market  generated  economic 
growth.   The  President's  Commission  on  the  Management  of  AID 
Programs  (1992)  came  to  this  conclusion.   The  Report,  chaired  by 
George  M.  Ferris,  Jr.,  recommended  that  the  Agency  for 
International  Development  concentrate  its  development  assistance 
on  nations  which  promote  private  sector  economic  growth  as  the 
best  method  for  eliminating  poverty  and  promoting  stable 
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developaent.   In  the  Report,  Chairman  Ferris  urged  AID  to 
establish  an  Index  of  Econoaic  Freedom  Cor  the  purposes  of 
gauging  this  commitment  by  others. 

A  quantitative  measure  of  economic  freedom  — the  Index  of 
Economic  Freedom —  would  take  into  account  numerous  factors, 
including  the  following: 

1) Private  Property  Rights.   Does  a. government  expropriate 
property?  Are  there  restrictions  on  what  citizens  can  own?   Is 
there  an  independent  judiciary  to  protect  a  citizen's  property 
against  both  other  citizens  and  the  government? 

2) The  Size  of  the  State  Sector.   What  percentage  of  the  gross 
national  product  is  owned  and  controlled  by  the  state? 

3) Taxation.   How  high  are  the  top  rates  and  at  what  income  levels 
do  they  become  effective? 

4) Private  Banking  and  Financial  Institutions.   Is  private  banking 
allowed?   Does  the  government  control  banking  and  give 
preferential  access  to  funds  to  privileged  elites?  Do  government 
policies  prevent  small,  private  cooperative  banks  from  being 
established? 
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5) Regulation.   How  difficult  Is  It  to  secure  a  business  Ij sense? 
What  sort  of  red  tape  do  entrepreneurs  face?   What  regulations 
favor  established  businesses  at  the  expense  of  newcomers? 

6) Wages  and  Prices.   Are  wages  and  prices  set  by  the  voluntary 
mutual  transactions  of  Individuals  In  the  market  or  by  government 
bureaucrats? 

7) Trade.   How  high  are  tariff  levels?  What  value  of  Imports  are 
controlled  by  quotas  or  other  trade  restrictions? 

8) Capital  Flows  and  Investments.   Does  the  government  restrict 
foreign  Investment?   Are  there  limits  on  repatriating  capital  or 
profits? 

The  Index  of  Economic  Freedom  is  not  untested.   Development 
and  the  National  Interest;  U.S.  Economic  Assistance  Into  the  21st 
Century  (1989),  produced  by  then  AID  Administrator  Alan  Woods, 
unveiled  an  Index  of  Economic  Freedom,  which  it  called  an 
Economic  Opportunity  Index.   The  Woods  Report  noted  that  AID 
economists  had  made  a  preliminary  effort  at  developing  a  policy 
matrix  that  permitted  comparisons  of  overall  economic  policy  in 
specific  developing  countries  over  time.   Their  42-country  survey 
was  based  on  country  specific  rankings  of  several  factors, 
including  property  rights,  official  corruption,  effectiveness  of 
legal  remedies  to  enforce  contracts,  the  extent  of  directed 
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credit,  taxation  (the  incentive  effect  of  marginal  taxation), 
foreign  exchange  controls  and  the  size  of  the  black  aarlcet.  Not 
surprisingly,  the  Econoaic  Opportunity  Index  found  that  countries 
with  Bore  opportunity-oriented  policies  have  had,  on  average, 
better  rates  of  economic  growth  than  nore  statist-oriented 
economies . ^ 

The  Index  of  Economic  Freedom  is  not  unlike  the  Survey  of 
Freedom  in  the  World,  produced  by  New  York-based  Freedom  House. 
Whereas  Freedom  House  measures  and  ranks  countries  according  to 
the  political  rights  and  civil  liberties  accorded  their  citizens, 
the  Index  measures  and  ranks  countries  based  on  the  economic 
liberty  they  permit  their  people  in  the  cause  of  national 
development.   In  fact,  the  Freedom  House  Survey  considers  factors 
that  should  be  part  of  any  Index,  including  freedom  from 
government  corruption  and  freedom  from  exploitation  by 
bureaucrats  who  deny  citizens  legitimate  economic  gains. 

Like  the  political  rights  and  civil  liberties  ranked  by 
Freedom  House,  economic  freedom  cannot  be  perfectly  measured. 
Economics  is  an  imperfect  science.   Indeed,  U.S.  trade,  GNP  and 
other  crucial  economic  figures  are  imprecise.   Yet  despite  this 
imprecision,  economic  analysis  provides  the  basis  for  public 
policy.   Likewise,  the  State  Department  Country  Reports  on  Human 
Rights  Practices  provides  a  valuable  tool  for  directing  U.S. 

1  p.  52. 
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foreign  policy.   As  with  the  Freedom  House  survey,  the  State 
Department  Report  relies  on  judgment.   To  some  extent,  so  too 
does  the  Index.   Nevertheless,  solidly  rooted  In  quantitative 
analysis,  the  Index  of  Economic  Freedom  would  prove  Invaluable  in 
judging  which  countries  warrant  U.S.  development  aid.   Its 
capability  and  potential  usefulness  in  picking  where  U.S.  aid 
dollars  can  have  the  greatest  Impact  in  assisting  those  countries 
committed  to  development  was  demonstrated  by  Development  and  the 
National  Interest. 

Moreover,  while  some  level  of  judgment  will  always  be 
required,  refinements  in  measuring  economic  freedom  are 
continuously  being  made.   In  fact,  the  task  of  quantifying 
economic  freedom  has  engaged  the  energies  of  some  of  this  and 
other  countries'  finest  economists,  many  of  whom  have  regularly 
convened  to  share  their  work  under  the  auspices  of  the  Fraser 
Institute  in  Vancouver.^  These  efforts  mean  that  AID'S 
economists  would  have  an  even  more  substantial  body  of  literature 
to  draw  upon  in  developing  their  Index  of  Economic  Freedom  than 
they  did  in  developing  the  Economic  Opportunity  Index  several 
years  ago. 

A  process  of  ranking  and  comparing  countries  according  to 
their  economic  policies  for  the  purpose  of  allocating  funds  is 


^  Rating  Global  Economic  Freedom,  ed.  Stephen  T.  Easton  and 
Michael  A.  Walker,  (Vancouver:  The  Fraser  Institute,  1992) . 
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actually  being  developed  within  AID  today.   Yet  a  recipient 
country's  economic  policies  are  but  one  of  several  factors  in 
AID'S  global  ranking  system.   Other  factors  include  progress 
toward  democracy  and  lawful  governance,  social  indicators  or 
"pro-poor"  policy  trends,  environmental  policies,  and  respect  for 
human  rights.^ 

•  The  relegation  of  economic  policies  to  being  merely  one  of 
several  considerations  for  the  allocation  of  development 
assistance  is  troublesome.   Free  market  policies  are  the  key  to 
development.   It  makes  little  sense  to  commit  development 
resources  to  countries  that  fail  to  offer  this  pro-growth 
environment. 

Unfortunately,  this  diluting  of  economic  policy 
considerations  in  AID'S  global  ranking  system  is  reflected  in  the 
Administration's  foreign  aid  reform  proposal.   Programs  under 
Title  I-  Sustainable  Development,  the  Peace,  Prosperity,  and 
Democracy  Act  states,  are  to  be  concentrated  in  countries  with  a 
high  hunger  and  poverty  rate,  an  "enabling  environment,"  or 
favorable  economic  policies,  transparent  government 
decisionmaking,  government  institutions  that  are  accountable  to 
the  public,  an  independent  and  honest  judiciary,  democratically 


3  Joan  H.  Nelson  and  Stephanie  J.  Bglinton,  Global  Coals- 
Contentious  Means;  Issues  of  Multiple  Aid  Conditionality.  Policy 
Essay  No.  10,  Overseas  Development  Council  (Mashington,  D.C., 
1993),  p.  114. 
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elected  local  governaents,  and  political  parties,  non- 
governmental organizations  and  media  that  operate  without  undue 
constraints,  among  other  criterion.   The  additional  criterion 
very  likely  will  reflect  the  perceived  ability  of  AID  to  achieve 
within  various  countries  some  of  the  objectives,  including 
promoting  micro-enterprise,  protecting  wildlife,  and  promoting 
biological  diversity,  that  have  made  the  U.S.  foreign  aid  program 
the  hodgepodge  most  everyone  agrees  it  is. 

Not  only  does  this  wide  array  of  criteria  befuddle  the 
management  of  AID,  it  also  opens  the  door  to  the  continuation  of 
development  aid  to  countries  whose  economic  climate  kills  the 
chances  of  self -sustained  economic  growth.   Under  these 
circumstances  of  operating  within  a  country  burdened  by  a  non- 
reforming  government,  continued  AID  programming  certainly  would 
focus  on  basic  human  needs  — that  is,  food  and  nutrition, 
population  control  and  health,  and  basic  education  programs,   yet 
basic  human  needs  progreunming  in  countries  with  anti-growth 
economic  policies  in  place  is  not  development  aid  — it's 
humanitarian  assistance.   This  is  not  the  type  of  investing  in 
America's  interests  abroad  that  the  Administration  claims 
distinguishes  its  development  aid  vision. 

The  use  of  the  Index  of  Economic  Freedom  by  the  U.S.  to 
determine  where  it  should  invest  its  development  assistance  would 
hold  the  added  advantage  of  distancing  itself  from  the 
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destructive  games  that  the  International  Monetary  Fund  and  the 
World  Bank  now  play  with  foreign  aid  recipients.   The  U.S. 
currently  directs  much  of  its  development  aid  to  supporting  IMF 
and  World  Bank  sponsored  structural  adjustment  programs,  designed 
to  liberalize  the  economies  of  developing  countries.   Yet  some 
half  of  all  economic  reform  prbgrams  agreed  to  by  the 
multilateral  financial  institutions  and  restructuring  countries 
break  down.^   In  other  instances,  development  aid  recipients 
pretend  to  comply  with  the  conditions  of  economic  adjustment 
programs  while  donors  pretend  to  believe  them.   In  either  case, 
the  games  continue,  with  the  multilateral  financial  institutions 
and  bilateral  donors  almost  always  soon  returning  to  countries  to 
do  business  as  usual.   These  arrangements  hardly  engender  the 
respectful  "partnership"  that  has  become  the  mantra  of  the 
international  donor  community. 

A  truly  respectful  partnership  between  donors  and  developing 
countries  can  only  be  based  on  the  recognition  that  donors  are 
serious  about  economic  reform  and  are  prepared  to  invest  their 
resources  elsewhere  if  need  be.   In  such  a  relationship, 
countries  would  be  encouraged  to  compete  by  actually  providing  a 
market  friendly  economic  climate,  and  not  merely  making  promises 
that  get  broken.   Then  relations  between  donors  and  development 
aid  recipients  would  better  approximate  the  type  of  market 
relationships  that  recipients  will  have  to  accommodate  themselves 


^  Nelson,  p.  42. 
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to  if  they  ever  hope  to  conpete  in  the  world  economy.   The  status 
quo  of  loose  to  non-existent  conditionality  only  breeds  contempt 
by  the  beneficiaries  of  development  aid  and  fuels  their  misguided 
assertions  that  the  donor  countries  are  obligated  to  assist  them. 
The  Index  of  Economic  Freedom  would  work  to  reduce  U.S. 
complicity  in  this  charade. 

President  Kennedy  spoke  of  seeing  U.S.  development  aid 
recipients  "take  off"  into  self-sufficiency.   For  Kennedy, 
development  aid  was  strictly  transitional.   Over  30  years  later, 
■any  developing  countries  are  worse  off  than  they  were  during 
President  Kennedy's  time,  despite  billions  spent  in  the  overseas 
development  effort.   Besides  dollars,  we  have  also  lost  Kennedy's 
sense  of  development  aid  being  transitional. 

While  the  Peace,  Prosperity,  and  Democracy  Act  speaks  in 
Kennedy-like  terms  of  the  success  of  U.S.  development  programs 
being  measured  by  their  becoming  unnecessary,  this  language  rings 
hollow.   The  fact  is  that  development  aid  policy  since  Kennedy, 
including  the  current  emphasis  on  basic  human  needs  and 
protecting  the  environment,  has  increasingly  taken  on  the  sense 
of  permanence.   When  is  the  health  system  in  a  developing  country 
ever  going  to  be  "adequate"?  This  Administration  believes  the 
U.S.  health  system  is  inadequate.   Similarly,  when  is  the 
environment  in  developing  countries  ever  going  to  be 
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satisfactorily  pristine?  What  about  in  the  U.S.?  We  have  set 
ourselves  up  to  seek  elusive  goals. 

Not  only  does  this  comnltinent  to  elusive  goals  set  the  U.S. 
on  the  path  of  endless  transfers  of  wealth  to  the  developing 
world,  it  debilitates  the  self-sufficiency  of  those  we  seek  to 
help.   Development  is  more  than  dollars,  or  "inputs,"  as  the 
development  community  is  fond  of  saying.   It  is  also  attitude. 
And  self-reliance  is  as  important  an  attitude  as  any  in  achieving 
national  development. 

Placing  the  Index  of  Economic  Freedom  at  the  center  of  the 
U.S.  development  aid  program  would  help  to  reinstate  the  sense  of 
transition  that  has  been  lost.   It  would  say  that  the  U.S.  is 
investing  in  countries  not  based  on  their  perceived  need  or 
America's  supposed  interests  — largely  a  function  of  the 
bureaucratic  survival  game —  but  rather  on  the  basis  that  these 
are  the  countries  taking  steps  to  establish  the  free  market 
means  that  will  afford  their  people  the  standard  of  living  the 
U.S.  would  like  to  see  them  attain  yet  never  could  nor  should  try 
to  provide. 


Thank  you  very  much.   I  welcome  any  questions  you  may  have. 
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I  greatly  appreciate  the  invitation  to  address  you  as  an  advocate  of  what  is  generally  known 
as  an  SME,  a  small-  to  medium-scale  enterprise,  in  a  developing  country  or  in  a  formerly 
centrally-planned  society.  I  also  would  like  to  underscore  in  this  testimony  the  immense 
potential  of  increased  cooperation  between  private  voluntary  organizations  and  the  private 
commercial  sector. 

In  speaking  of  a  certain  area  of  private  sector  development,  using  private  sector  resources, 
I  want  to  make  it  very  clear,  however,  that  I  am  not  suggesting  interventions  which  are  in 
any  fashion  superior,  or  alternative,  to  appropriate  relief,  grassroots,  and  micro-enterprise 
projects  programs.  As  a  proponent  of  what  has  been  ironically  called  "not-for-profit  venture 
capital",  I  am,  nonetheless,  particularly  pleased  to  testify  on  a  panel  with  FINCA  and 
Freedom  from  Hunger.  I  would  be  equally  pleased  to  see  a  representative  of,  for  example, 
the  International  Finance  Corporation  (IFC),  the  Inter-American  Investment  Corporation 
(IIC),  or  OPIC  along  with  us  because  I  feel  that,  when  we  are  doing  our  jobs  well,  we  are 
all  necessary  and  complementary  points  along  a  spectrum  of  sustainable  development 
mechanisms. 
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First,  the  case  of  SME's:  Here,  the  term  is  meant  to  refer  to  businesses  which  may  be 
characterized  as  having,  say,  15  to  150  employees  and  annual  revenues  -  in  a  developing 
country  ~  in  the  range  of  $250,000  to  $2,500,000  (or  the  local  currency  equivalent  thereof). 
These  businesses  are  much  smaller  than  a  "small  business"  in  California,  which  might  have 
annual  turnover  of  $30  million,  but  are  in  a  substantially  different  segment  frcMn  the  five- 
acre  family  farm  or  the  three-person  shoe  repair  shop  in  Honduras  or  Albania.  Here  SME 
refers  to  30  people  processing  poultry,  or  50  slaughtering  pigs,  or  100  canning  tomatoes,  or, 
perhaps,  12  people  designing  OMnputerized  accounting  programs,  in  the  local  vernacular, 
for  other  SME's. 

These  businesses  are  often  young  in  an  emerging  economy,  their  managers  are  often  well- 
educated,  hard-working,  responsible  entrepreneurs.  The  SME  owner  drives  a  car  to  work, 
but  doesn't  send  his  or  her  profits  ott  to  ZUirich  or  another  foreign  capital.  Most  of  it  is 
spent  locally.  Much  of  it  is  reinvested  in  the  SME,  creating  more  jobs,  more  money  in  the 
local  economy.  There  are  studies  in  AID's  library  which  show  that  SME's  are 
proportionately  less  likely  to  contribute  to  capital  flight  than  are  large  national  corporations, 
and  that  their  employees  are  likely  to  bring  home  more  to  their  families  than  those  of  either 
large  firms  or  micro-enterprises. 

SME's  rarely  engage  in  the  production  or  export  of  commodities  like  coffee,  sugar,  bananas 
and  raw  lumber.  They  are  generally  not  so  vulnerable  to  severe  price  swings  in  the 
international  markets.  Rather,  they  add  value  to  raw  materials  or  local  agricultural  products 
by  making  cheese,  freezing  vegetables,  or  constructing  window  frames,  and  they  engage  in 
two-way  international  trade  by  molding  plastic,  assembling  air  filters,  or  stitching  mattresses. 
SME's  are  flexible.  They  can  respond  quickly  to  changing  local  and  international  market 
conditions.  They  work  their  way  through  economic  shocks  and  the  changes  in  regulations 
which  inevitably  accompany  the  radical  transformation  of  an  econcHny.  They  can  also  often 
adapt  without  large  infusions  of  capital  and  massive  lay-offe. 

To  many  people  in  countries  with  developing  or  transitional  economies,  SME's  serve  as  the 
most  inmiediate  confirmation  of  a  free  market  and  the  opportunity  to  participate  in  it  As 
such,  the  political  value  of  SME's  is  as  great  as  their  econcMnic  contribution.  As  crucial  as 
SME's  are  to  socio-economic  progress,  however,  they  suffer  from  formidable  disadvantages, 
not  only  within  the  framework  of  the  local  economy,  but  also  within  the  broad  strategies  of 
international  development  assistance. 

In  their  own  countries,  SME's  suffer  fi-om  two  primary  obstacles:  1)  a  lack  of  technical  skills, 
particularly  in  such  areas  as  marketing,  cost  accounting  and  quality  control;  and  2)  a  lack 
of  access  to  investment  capital  on  terms  that  permit  the  enterprise  to  grow.  Although  SME 
entrepreneurs  may  often  have  secondary  and  post-secondary  educations,  they  have  little  or 
no  access  to  training  in  management,  marketing  and  other  essential  business  areas.  Without 
foreign  or  more  sophisticated  partners,  they  are  deprived  of  the  know-how  transfer  which 
is  often  the  cornerstone  of  larger  investment  projects.  Certainly,  SME's  cannot  afford  to 
engage  outside  technical  consultants  whose  fees  and  costs  may  run  from  $500  to  $1500  a 
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day,  at  least  Thereare.  to  be  sure,  subsidized  and  volunteer  consultant  programs  available 
to  many  SME's,  but  even  these  require  an  investment  of  time  and  fees  which,  in  the  absence 
of  investment  capitalto  complement  them,  simply  are  not  attractive  to  entrepreneurs. 

When  SME's  in  a  transition  econcMny  which  may  be  undergoing  shock  reform  or  IMF- 
imposed  structural  adjustments,  look  for  start-up  or  first  expansion  phase  financing,  in 
amounts  of,  say,  $50,(X)0  to  S250,000,  they  find  that  money  is  tight  Credit,  severely  limited, 
is  only  available  through  local  banks  to  preferred  and  "connected"  customers  with  long  track 
records  and  substantial  assets.  Borrowing  from  foreign  banks  is  usually  out  of  the  question 
and,  in  the  absence  of  a  developed  capital  market  and  a  culture  of  equity  participation, 
long-term  investment  is  largely  unavailable.  The  travel  and  transaction  costs  associated  with 
foreign  venture  capital  make  outside  equity  for  SME's  at  this  relative  small  size  simply 
prohibitive.  SME's  are,  therefore,  generally  forced  to  seek  short-term  financing  through 
local  informal  sources  whose  interest  rates,  particularly  in  the  absence  of  collateral,  may  be 
usurious  or,  at  least  beyond  what  the  operations  of  the  borrower  can  bear  while  maintaining 
growth  and  profitability. 

Within  the  foreign  aid  community,  SME's,  although  now  widely  recognized  for  their 
economic  potential,  still  fall  through  a  wide  gap  in  the  overall  assistance  strategy.  They  are 
too  commercial  and  too  large  for  grassroots  and  micro-lending  programs  and  they  are  too 
small  for  the  investment  vehicles  of,  for  example,  the  IFC  or  the  IIC.  Grassroots  and  grant- 
based  development  programs,  focussed  directly  on  impoverished  populations,  relief  from 
hunger,  and  malnutrition,  are  understandably  prejudiced  against  working  for  the  benefit  of 
an  entrepreneur  who  drives  a  car  and  may,  in  fact,  own  a  television.  Microenterprise  credit 
programs  recognize  that  with  the  $150,000  which  might  be  invested  in  an  SME,  they  can 
finance  fifteen  or  fifty  microentrepreneurs.  On  the  other  hand,  regional  and  multilateral 
development  finance  institutions  cannot  afford  to  invest  at  the  level  of  $150,000  when  the 
transaction  costs  of  financial  analysis,  due  diligence  and  legal  documentation  may  run  more 
than  $100,000  for  the  single  investment 

How  then  do  we  get  the  technical  and  financial  assistance  to  SME's  on  a  self-sustaining 
basis?  Underlying  any  definition  of  "sustainable  development"  must  be  the  recognition  that 
in  order  to  sustain  the  practice  and  benefits  of  assistance,  you  have  to  have  1)  a  will  on  the 
part  of  the  participant  to  sustain  the  mechanism  and  2)  the  money  to  pay  for  it  To  SME's, 
then,  this  means  that  we  need  to  offer  financing  when  we  offer  technical  assistance,  and  we 
need  to  offer  long-term  or  equity  financing  at  interest  rates,  or  under  conditions,  which  are 
good  for  the  business.  But  we  also  need  to  provide  financing  on  a  commercial  basis  so  that 
at  the  end  of  the  day,  there  are  funds  left  over  to  continue  to  finance  more  SME's.  This 
is  not  easily  done  when  the  costs  of  making  small  investments  may  be  nearly  as  great  as  the 
amount  of  the  investment  itself,  and  when  foreign  aid,  in  relation  to  the  growing  need  for 
it  is  shrinking. 

One  approach,  to  this  dilemma,  not  the  only  we  would  hope,  is  that  of  the  organization  I 
represent  the  CARE  Small  Business  Assistance  Corporation  (CARESBAC).  CARESBAC 
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is  a  not-for-profit  organization  which  now  owns  majority  shares  in  three  for-profit  small 
business  investment  companies  in  three  countries  formerly  within  the  communist  ^here. 
In  each  investment  subsidiary  the  other  shareholders  are  also  not-for-profits.  Each  fund 
invests  in  locally-owned  SME's  in  amounts  ranging  from  $50,000  to  $300,000.  In  order  to 
keep  transaction  cost  low  enough  to  realize  net  positive  earnings  on  these  investments, 
CARESBAC  draws  heavily  on  volunteers  provided  by  other  PVO's  and  on  both  the  good 
will  and  seU-interest  of  the  private  sector.  The  history  of  CARESBAC's  creation  and 
development  provides  some  testimony  to  the  tough  fit  with  which  an  SME  support  program 
finds  its  way  into  the  development  cc«UDunity. 

CARESBAC  was  formed  in  1989  under  section  S01-(c)-(3)  of  the  U.S.  Internal  Revenue 
Code  as  a  sole-member  organization  (wholly-owned  subsidiary)  of  the  international  relief 
and  devel(^ment  organization  CARE.  CARESBAC  was  given  a  separate  corporate  status 
frcMD  CARE  in  order  to  distinguish  its  market-oriented  approach  to  development  from 
care's  more  grassroots-based  activities.  Today,  CARESBAC  is  a  multiple  member 
organization  whose  members  include  its  closest  partners  overseas:  the  Citizens  E>€mocracy 
Corps  (CDC),  the  Citizens  Network  for  Foreign  Affairs  (CNF A),  the  Environmental 
Enterprises  Assistance  Corps  (EEAF),  the  International  Executive  Service  Corps  (lESC), 
Volunteers  in  Overseas  Cooperative  Assistance  (VOCA),  and  CARE. 

At  the  time  it  was  formed,  CARE  had  become  involved  in  non-tradidonal  foreign  exchange 
transactions  such  as  "debt-for-development"  conversions  and  blocked  currency  purchases  in 
order  to  leverage  foreign  assistance  dollars.  As  a  result  of  substantially  increased 
availability  of  local  currencies  generated  by  such  mechanisms,  the  president  of  CARE 
suggested  that  these  additional  local  currencies  might  be  invested  in  host  countries  in  order 
to  stimulate  economic  growth  as  well  as  to  provide,  through  earnings  on  investments,  a 
downstream  source  of  revenues  to  secure  sustainable  financing  for  local  socio-economic, 
environmental  and  humanitarian  programs.  As  we  researched  where  and  how  such 
investments  might  be  made,  we  discovered  the  circumstances  of  SNfE's  and  realized  that  the 
greatest  contnbution  that  CARESBAC  could  make  to  socio-economic  progress  lay  not  so 
much  in  reducing  a  relatively  small  amount  of  debt  or  in  producing  a  downstream  source 
of  project  funding,  but  in  directly  addressing  the  immense  potential  and  immediate  needs 
of  local  SME's. 

Certainly,  CARESBAC  could  not  use  donations  to  CARE  to  make  commercial  investments 
in  commercial  companies.  No  other  traditional  sources  of  PVO  support  were  willing  to 
provide  capital  for  investments.  Although  CARESBAC's  research  and  development  period, 
supported  by  a  grant  from  AID,  was  focused  on  investing  from  proceeds  of  debt-swaps  in 
Latin  America,  changes  in  debt  reduction  mechanisms  as  a  result  of  the  "Brady  Plan,"  made 
it  impossible  to  fund  investment  programs  through  debt  conversions  at  the  time.  However, 
CARESBAC's  staff,  working  with  CARE-Equador,  did  complete,  on  CARE's  behalf,  the 
first  debt  swap  in  Latin  America  under  AID's  "Debt-for-Development  Initiative". 

CARESBAC's  first  opportunity  for  implementation  of  its  model  for  assisting  SME's  evolved 
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during  1990  and  1991  in  Poland,  one  of  three  countries  for  which  CARESBAC  had  done 
feasibility  studies  under  the  initial  AID  grant  In  early  ISKX),  CARESBAC  began  discussions 
with  the  Government  of  Poland  (GOP)  with  an  interest,  on  both  sides,  to  convert  Polish 
foreign  commercial  bank  indebtedness  into  local  currency  to  provide  the  initial  equity  funds 
for  CARESBAC-Polska.  Ouring  this  same  period,  CARESBAC  approached  OPIC  to 
discuss  a  direct  loan  facility  to  provide  additional  funds  for  CARESBAC-Polska.  After  a 
year  of  effort  to  effect  various  debt  conversion  schemes  with  the  GOP,  ctxnplications 
connected  to  Poland's  London  Club  negotiations  made  debt  conversion  impracticable  in 
Poland  also.  Nonetheless,  OPIC  maintained  its  strong  interest  to  match  any  CARESBAC 
equity  with  debt  on  a  1:1  ratio.  On  the  basis  of  OPlC's  interest,  CARESBAC  pursued  other 
sources  of  funding,  including  an  approach  to  the  U.S.  Department  of  Agriculture  to  sell 
donated  agricultural  commodities  in  Poland. 

In  mid-1991,  at  the  urging  of  USDA  and  through  the  assistance  of  AID- Warsaw,  the  GOP 
agreed  that  the  Cooperation  Fund,  established  by  the  GOP  to  receive  and  distribute  foreign 
aid,  would  provide  to  CARESBAC-Polska  approximately  S2.3  million  in  local  currency 
proceeds  of  the  sale  of  U.S.  donated  soy,  funds  delivered  to  the  Cooperative  Fund's  account 
under  Section  416(b)  of  the  Agricultural  Act  of  1949  ("Counterpart  Funds").  The 
Foundation  for  the  Development  of  Polish  Agriculture  (FDPA),  established  in  Poland 
principally  through  the  efforts  of  David  Rockefeller  and  Nobel  laureate  Norman  Borlaug 
to  assist  the  privatization  of  the  Polish  agriculture  sector,  committed  to  invest  around 
$150,000  as  an  equity  partner  in  CARESBAC-Polska. 

In  the  fall  of  1991,  an  arrangement  was  made  by  which  the  Counterpart  Funds  under  the 
control  of  the  Cooperation  Fund  were  used  to  purchase  for  CARESBAC  a  majority  of 
voting  equity  in  CARESBAC-Polska,  with  minority  shares  to  be  held  by  the  Cooperation 
Fund  and  FDPA.  In  December  1991,  CARESBAC-Polska  was  registered  as  a  Polish 
investment  company  and  OPIC  signed  a  commitment  for  a  direct,  drawdown  loan  facility 
to  CARESBAC-Polska  in  the  amount  of  USD  2.3  million.  In  March  1992,  again  through 
the  assistance  of  AID- Warsaw  and  the  U.S.  Agricultural  Attache,  the  GOP  and  USG  agreed 
to  grant  an  additional  $750,000  in  local  currency  Counterpart  Funds  to  CARESBAC-Polska. 
Complete  disbursements  of  equity  funding  and  Counterpart  Fund  contributions  were  made 
at  that  time,  and  CARESBAC-Polska  commenced  full  operations. 

Since  January  of  1993,  CARESBAC  has  established  two  additional  SME  investment  funds 
in  the  formerly  communist  sphere.  These  three  funds,  including  CARESBAC-Polska,  are 
the  only  locally-registered  investment  funds  in  the  region  concentrating  exclusively  on  the 
Knancing  and  technical  needs  of  SME's. 

CARESBAC-StPetersburg,  modeled  closely  on  CARESBAC-Polska,  began  operations  in 
September  of  1993  as  a  Russian  investment  company  owned  entirely  by  CARESBAC.  Its 
initial  capital  comes  from  Counterpart  Funds,  and  both  OPIC  and  EBRD  have  expressed 
an  interest  in  investing  in  CARESBAC-StPetersburg.  To  date,  CARESBAC-StPetersburg's 
board  has  approved  five  investments,  three  of  which  are  currently  in  the  process  of  closing. 
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CARESBAC-Bulgaria  began  (^radons  in  Januaiy  of  1994  in  Sofia,  also  initially  capitalized 
by  Counterpart  Funds,  with  CARESBAC  owning  majority  voting  shares  and  with  minority 
shares  held  by  the  Agency  for  International  Assistance,  a  quasi-governmental  agency  in 
Bulgaria  similar  to  the  Cooperation  Fund  in  Poland.  It  is  hoped  that  commitment  for  an 
equity  participation  on  the  part  of  EBRD  will  be  forthcoming  during  the  second  quarter  of 
1994.  CARESBAC-Bulgaria's  staff  are  currently  in  the  process  of  analyzing  and  structuring 
five  investments,  three  of  which  are  in  the  agribusiness  sector. 

We  firmly  believe  that  the  CARESBAC  model  is  equally  applicable  to  the  circumstances 
of  a  number  of  developing  countries  in  Africa,  Asia  and  Latin  America.  CARESBAC's 
Board  of  Directors,  composed  of  business  leaders,  representatives  fr<Mn  CARE,  and  the 
chief  executives  of  CARESBAC's  member  organizations  are  coomiitted  to  this  expansion 
intaother  parts  of  the  world.  We  are  committed  as  well  to  assisting  other  organizations  in 
using  our  e}q>erience  to  initiate  similar  SME  assistance  programs.  We  believe  that  there  is 
great  need,  and  certainly  plenty  of  room,  for  efforts  to  provide  financing,  in  complement  to 
technical  assistance  to  small-  and  medium-size  enterprises  in  the  many  countries  now 
struggling  to  emerge  from  the  poverty  and  instability  left  by  formerly  centrally  planned, 
elite-dcnninated  or  corrupt  regimes. 

To  elaborate  on  how  the  CARESBAC  model  works,  the  example  of  CARESBAC-Polska, 
in  deration  in  Warsaw  since  early  1992,  will,  I  hope,  be  useful.  Although  Poland  is  a  far 
more  developed  country  today  than  it  was  when  we  started  and  has  progressed  beyond  the 
strata  of  a  BoUvia  or  Bulgaria,  we  feel  that  the  e;q>erience  we  have  had  in  Poland  is  similar 
to  that  we  would  have  found  if  we  had  begun  operations  two  years  ago  in  Ecuador,  as  we 
then  sought  to  do. 

Since  receiving  its  first  disbursements  of  funds  in  March  1992,  CARESBAC-Polska  has  done 
the  following  (as  of  January  1994): 

o  completed  investments  in  nine  Polish  SME's  and  approved  four  more 
investments  now  in  the  process  of  closing; 

o  invested  a  total  of  USD  1,765,000  (including  zioty  equivalents)  in  completed 
investments  with  an  additional  investment  of  USD  1,050,000  in  approved 
investments; 

o  created  or  saved  a  minimum  of  296  jobs  (vkithin  the  first  year  of  investment 
alone); 

o  raised  an  additional  USD  2.5  million  frcMn  EBRD  in  additional  investment 
capital  for  Polish  SME's; 

o         engaged  or  directly  complemented  the  services  of  various  U.S.  volunteer  and 
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other  foreign  assistance  private  sector  support  organizations,  including  (with 
number  of  instances): 

lESC  (3) 

VOCA  (4) 

CDC  (3) 

FDPA  (3) 

Peace  Corps  (1) 

Cooperative  Business  International  (CBI)  (1) 

Polish  Business  Advisory  Services  (PBAS)  (2) 

MBA  Enterprise  Corps  (4) 

Winrock  International  (1); 

o         trained  7  young  Fcies  in  financial  analysis  and  venture  capital  investing. 

In  addition  to  these  readily  quantifiable  achievements,  CARESBAC-Polska  has  OMitributed 
to  socio-economic  progress  in  Poland  in  the  following  ways: 

o  demonstrated  to  other  investors,  both  foreign  and  Polish,  the  viability  of 
profitable  investment  in  Polish  SME's; 

o  contributed  to  the  development  of  businesses  other  than  investees  through  the 
creation  of  competition,  demand  for  supplies,  provision  of  essential  goods  and 
services,  and  increased  local  wealth  in  rural  communities; 

o         increased  the  number  and  variety  of  products  available  to  Polish  househ<dds; 

o  encouraged  vohinteerism  on  the  part  not  only  of  volunteers  woridng  with  the 
organizations  listed  above,  but  also  on  the  part  ol  Polish  business  leaden  and 
U.S.  professionals  (e.g.:  ^iq  bono  legal  counsel); 

Moreover,  we  believe  that  CARESBAC  and  CARESBAC-Polska  have  demonstrated  that, 
by  combining  not-for-profit  development  motives  and  resources  with  market-oriented, 
commercial  mechanisms,  U.S.  PVO's  can  produce  a  substantial  impact  upon  the  private 
sector  of  a  transition  economy  while  doing  so  on  a  financially  sustainable  basis. 

In  additioa  to  the  technical  assistance  provided  by  the  organizations  cited  above, 
CARESBAC  continues  to  depend  on  the  good  will  of  individuals  and  businesses  within  the 
U.S.  private  commercial  sector.  All  three  CARESBAC  investment  funds  have  professional 
staffs,  trained  and  experienced  in  investment,  financial  analysis  and  other  business  areas. 
In  each  case,  the  local  office  is  staffed  by  both  expatriates  and  local  nationals  and  it  is  our 
intention  that  within  the  next  three  years,  each  will  be  staffed  and  headed  almost  entirely 
by  nationals.  However,  it  has  been  impossible  to  find  local  professionals  with  extensive 
experience  in  venture  capital  and  international  finance.    Therefore  the  current  director 
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general  of  each  of  the  three  operations  is  a  U.S.  e:q>atriate. 

CARESBAC-Polska  is  currently  directed  by  a  seasoned  investment  banker  with  both  a  law 
degree  and  a  Harvard  MBA,  CARESBAC-StPetersburg's  head  is  the  former  director  of 
investment  banking  for  a  well-known  U.S.  brokerage  and  investment  firm,  also  with  a 
Harvard  MBA.  CARESBAC-Bulgaria's  current  director  general  is  the  former  treasurer  for 
Europe,  Middle  East  and  Africa  of  one  of  the  world's  largest  multinational  corporations 
and,  most  recently,  spent  three  years  working  in  Poland  with  FDPA  on  restructuring  private 
agriculture  and  investing  in  agri-business  SME's.  All  three  of  these  professionals  have  left 
their  OMnfortable  circumstances  in  the  U.S.  to  move  abroad  at  a  fraction  of  their  former 
conpensation.  CARESBAC  has  also  received  mQ  bono  legal  and  professional  services 
valued  at  hundreds  of  thousands  of  dollars  bom  some  of  the  most  respected  firms  in  the 
country. 

Certainly  all  of  these  professional  contributions  have  been  made  with  the  recognition  that 
the  work  of  investing  in  SME's  is  interesting  and  that  Eastern  and  Central  Europe  hold 
great  commercial  potential  for  the  future.  But  it  is  particularly  heartening,  and  I  believe 
absolutely  accurate,  to  say  that  the  sacrifices  from  business  people,  without  which 
CARESBAC  could  not  possibly  sustain  its  economic  viability,  are  the  result  of  a  generosity 
of  spirit  which  we  have  found  readily  accessible  whenever  we  have  called  on  the  U.S.  private 
sector  for  its  help. 

In  the  past  three  decades,  international  development  has  moved  frcnn  a  trickle-down,  to  a 
trickle-up,  to  a  more  comprehensive  approach  to  social  and  economic  assistance.  There 
appears  to  have  been  no  example  of  a  country  which  has  pulled  itself  up  out  of  poverty  and 
hunger  by  either  a  sudden  infusion  of  hydro-electric  plants  and  legions  of  consultants  or  by 
piecing  together  an  economy  of  small  farms  and  independent  shops.  The  experience  of  the 
international  development  assistance  community  now  clearly  shows  that  an  integrated 
approach,  with  essential  elements  extending  from  family  planning  and  infant  feeding  all  the 
way  to  transport  infrastructure  and  banking  reform,  are  necessary  to  address  the  dire 
circumstances  of  the  developing  third  and  formerly-second  worlds.  Trickles,  upward  or 
downward,  will  not  alone  slow  the  continuing  decline  in  many  developing  countries  or 
sustain  the  transition  to  democracy  in  others. 

SME  development  will  be  all  the  more  crucial  to  an  accelerated,  integrated  approach  as 
more  and  more  countries  turn  to  a  free  market  to  lift  them  out  of  poverty  and  despair. 
SME's  extend  their  benefits  both  downward  and  upward  as  they  create  not  only  skilled  jobs 
from  unskilled  labor,  but  an  environment  of  equity  and  long-term  investment  as  well.  The 
U.S.  private  sector  finds  the  cause  of  SME's  compelling  and  is  willing  to  help.  I  would 
urge  today  that  those  efforts  in  the  aid  community  to  provide  human  and  financial  resources 
to  support  SME  devel<^ment  initiatives  be  continued  and  increased  in  order  to  tap  the  full 
potential,  not  only  of  SME's  in  emerging  economies,  but  also  of  private  sector/PVO 
collaborations.  Thank  you. 


104 

PREPARED  STATEMENT  OF 

LAWRENCE  YANOVITCH, 

FOUNDATION  FOR  INTERNATIONAL  COMMUNITY 
ASSISTANCE  (FINCA) 


Mr.  Chairman,  members  of  the  Committee,  I  would  like  to  thank  you  for  allowing  the 
Foundation  for  International  Community  Assistance  (FINCA)  to  testify  today  on  the 
issue  of  promoting  sustainable  development  through  credit.    The  message  that  we 
would  like  to  deliver  to  your  committee  is  that  credit  can  be  a  powerful  tool  for  helping 
poor  families  secure  their  long-term  food  security —  particularly  when  the  loans  are 
made  to  women. 

Using  a  methodology  which  FINCA  developed  known  as  "village  banking",  we  have 
over  a  decade  of  experience  in  providing  credit  to  the  rural  and  urban  poor 
in  Latin  America  and  more  recently  in  Africa.   In  the  early  80's,  Dr.  John  K.  Hatch, 
FINCA 's  founder,  created  the  first  version  of  the  village  banking  model  with  the  help 
of  campesino  leaders  in  the  Andean  mountains  of  Bolivia.  The  model  was  bom  from  a 
respect  for  the  creativity  and  ingenuity  with  which  villagers  manage  their  daily 
economic  lives.    Hatch  was  seeking  an  alternative  to  the  prevailing  rural  credit 
programs  in  the  region  which  did  not  elicit  the  participation  of  communities  and  which 
consequently  had  low  repayment  rates. 

Hatch  believed  that,  if  given  the  opportunity,  village  communities  would  be  more 
effective  at  managing  their  own  banking  systems  than  would  outside  experts.   Based  on 
this  assumption,  Hatch  designed  methods  for  helping  village  communities  organize 
their  own  informal  banks  which  could  provide  their  membership  with  small  one  year 
agricultural  loans  (non-coUateralized),  a  place  to  invest  savings,  and  social  solidarity. 

What  is  noteworthy  here  is  that  these  earliest  village  banks  were  capitalized  through  a 
village  monetization  scheme  which  FINCA  undertook  with  PL480  resources.  These 
banks  operated  successfully  until  they  were  later  ravaged  by  the  hyper-inflation  which 
besieged  Bolivia iit  the  time.  Since  then,  this  early  version  of  the  village  bank  model 
has  evolved  considerably.      FINCA  discovered  that  village  banks  were  most  successful 
when  they  lent  to  women  because  it  is  the  women  who  tend  to  manage  the  family  cash- 
flow in  village  communities.    Hence,  FINCA  modified  the  model  so  that  it  would  best 
suit  the  common  economic  activities  of  village  women.  This  village  bank  model  soon 
became  widely  adapted  by  development  organizations  around  the  world. 

FINCA  now  reaches  53,000  borrowers  world-wide  93%  of  whom  are  women.    In  12 
countries,  FINCA  has  organized  over  2,000  village  banks  which  are  managed  by  the 
local  communities.   The  officers  of  FINCA  village  banks,  who  are  elected  by  the 
community  and  who  often  have  less  than  a  few  years  of  formal  education,  process  over 
2  million  loan  installments  a  year  at  a  current  on-time  repayment  rate  of  97.55% 
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Village  banks  provide  small  loans  to  promote  the  self-employment  activities  of  severely 
poor  mothers  —  the  same  population  which  is  the  traditional  recipient  of  PL480  non- 
emergency feeding  programs.  In  fact,  some  of  FINCA's  village  banks  in  Guatemala 
have  been  organized  to  help  wean  women  off  of  PL480  subsidies.   FINCA  has  found 
that  these  destitute  women  are  not  only  capable  of  sustainable  development,  but  can  be 
key  agents  of  building  grassroots  economies  when  given  the  opportunity.  These 
women  do  not  need  to  become  dependent  on  food  rations  —  what  they  need  is  a  ticket 
to  participation  in  the  economy  and  access  to  investment  capital  is  a  major  first  step. 

Indeed,  an  AID  evaluation  recently  found  that  the  family  food  purchases  of  the  average 
borrower  doubled  in  one  FINCA  program  after  one  year  of  participation  while  family 
income  increased  by  over  50%.  We  are  also  not  talking  about  large  capital  investments 
to  obtain  these  kinds  of  results.  The  average  loan  size  in  FINCA's  portfolio  is 
currently  $106. 

What  can  a  borrower  do  with  such  small  loans?  When  the  average  daily  income  of  first 
time  borrowers  is  $2.15,  the  sum  is  quite  significant.  Women  in  rural  households  tend 
to  invest  in  a  variety  of  rapid  turnover  investments  such  as  livestock  raising,  food 
processing  and  trading.  Some  village  banks  also  extend  loans  for  crop  production. 

In  order  to  illustrate  the  power  that  self-employment  loans  can  have  on  these  women's 
lives,  allow  me  to  recount  one  of  thousands  of  moving  stories  which  happen  in  village 
banks  every  day.  This  one  is  about  Francisca  Roja,  a  self-employed  single  parent  in  El 
Salvador 

Francisca  lives  in  a  one  room  house  with  a  dirt  floor  and  a  cardboard  roof  in  a  barrio 
of  San  Salvador.  During  the  civil  war,  she  wasx)rphaned  at  the  age  of  nine  and  lived 
in  a  ditch  until  a  family  hired  her  as  a  laundry  woman.  After  marrying,  her  husband 
later  abandoned  her  leaving  her  alone  to  care  for  three  children.  When  she  could  not 
make  ends  meet  she  would  borrow  from  a  moneylender  to  buy  food  at  monthly  interest 
rates  of  25-50%. 

After  having  been  beaten  down  for  so  long,  it  was  with  some  intrepidation  that 
Francisca  decided  to  take  out  ^  self-employment  loan  from  a  FINCA  bank.  With  her 
first  loan,  which  totaled  $50,  Francisca  bought  spices  and  noodles  and  sold  them  in  the 
market  on  a  small  tray.   After  her  second  loan  of  $60,  her  business  thrived  so  well  that 
she  was  able  to  move  her  family  out  of  a  small  shack  which  flooded  in  the  rainy  season 
to  her  current  home.   With  her  third  loan  of  $82,  Francisca  began  buying  beans  and 
rice  in  gross  and  packaging  them  for  the  market.   As  a  laundry  woman,  Francisca  made 
$17.50  a  week;  she  now  earns  from  $35-$53  weekly  and  has  $45  in  savings. 
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Francisca's  own  thoughts  are  the  most  telling.   "I  can  spend  almost  twice  as  much  for 
food,  live  in  this  nicer  home,  buy  medicines  and  save  money.   I  feel  safer  now.   I  sleep 
calmly  at  night  because  I  am  not  so  worried  about  how  to  pay  back  a  moneylender.   I 
don't  have  to  prostrate  myself  before  anyone.  I  have  confidence."  When  asked  what 
was  the  most  significant  change  in  her  life,  Francisca  said,  "  When  you  have  been  as 
poor  as  I  there  is  a  lot  of  shame.  Even  when  I  was  a  child  people  wouldn't  look  at  me. 
I  guess  that  they  were  afraid  that  I  would  ask  them  for  something.   I  never  had  any 
friends.  I  now  go  to  the  village  bank  meetings  twice  a  week.  They  expect  me.   I  now 
have  friends.  This  is  the  most  important  thing." 

Francisca  is  one  of  29,000  borrowers  in  FINCA's  program  in  El  Salvador.   Including 
dependents,  the  program  is  reaching  over  150,000  people  or  15%  of  the  estimated  2 
million  Salvadorans  living  in  extreme  poverty.  In  two  years  of  operations,  FINCA  has 
opened  over  1,000  village  banks  across  the  country  and  has  mobilized  over  $1  million 
in  savings.   Despite  the  difficult  economic  transition  after  the  civil  war,  the  repayment 
rate  is  99.88%  The  program  is  supported  by  US  AID  and  will  be  fully  self-financing  by 
the  end  of  the  year.    Over  the  next  five  years,  FINCA  anticipates  expanding  its 
outreach  in  Central  America  to  over  a  million  of  the  seven  million  people  estimated  to 
be  living  in  extreme  poverty  in  the  region.   While  drawing  on  US  AID  resources  for 
seed  capital,  FINCA  hopes  to  finance  much  of  this  expansion  through  loans  from  multi- 
lateral development  banks  and  commercial  sources. 

In  conclusion,  the  experience  of  FINCA  and  many  other  NGOs  demonstrates  that  self- 
employment  credit  can  be  a  powerful  tool  for  improving  the  food  security  of  even  the 
poorest  families,  particularly  when  given  to  women.  These  programs  can  also  become 
financially  sustainable  and  unlock  commercial  reserves  of  capital  to  the  poor, 
broadening  economic  participation  in  a  developing  economy  and  striking  at  the  roots 
causes  of  poverty.  In  light  of  the  potential  which  the  poor  have  to  undertake  such 
sustainable  development  activities,  it  is  difficult  to  see  the  rationale  for  most  non- 
emergency feeding  programs.   NGOs  are  likely  to  be  able  to  have  a  far  more  lasting 
impact  on  improving  the  lives  of  the  poor  by  monetizing  surplus  food  commodities  and 
investing  the  proceeds  in  sustainable  development  strategies.   Credit  for  the  self- 
employed  poor  is  one  such  strategy  which  not  only  helps  families  secure  their  economic 
future,  but  allows  them  the  dignity  of  depending  on  themselves. 
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Freedom  from  Hunger's 
Credit  with  Education 

A  Self-Help  Strategy  to  Eliminate  Chronic  Hunger 


It  is  one  thing  to  provide  food  to  hungry  people  during  an  emergency;  it  is  another  to  solve 
the  deeper  problem  of  chronic  hunger  and  malnutrition  among  the  poor,  rural  populations  of 
the  world.   Over  one  billion  people  sufiFer  firom  hunger  and  malnutrition;  sustainable,  long- 
term  solutions  are.  needed  if  we  are  to  ensure  the  basic  human  right  of  freedom  from  hunger. 
For  nearly  50  years,  Freedom  from  Hunger  has  been  developing  programs  to  reduce  chronic 
hunger.   We  have  found  that  the  programs  with  the  greatest  impact  combine  microenterprise 
loiding  mechanisms  with  health  and  nutrition  learning  sessions.   Both  resources  and 
information  are  needed  by  the  poorest  families  and  communities  if  they  are  to  help 
themselves  out  of  the  vicious  cycle  of  hunger. 

Freedom  from  Hunger— together  with  local  partners  in  six  developing  countries  (Bolivia, 
Burkina  Faso,  Ghana,  Honduras,  Mali,  and  Thailand)— is  implementing  a  strategy  called 
Credit  with  Education  which  provides:    1)  financial  services  to  women  in  poor,  rural  areas  in 
the  form  of  small  loans  made  available  through  a  system  of  Credit  Associations  and 
2)  education  on  basic  health,  nutrition,  and  family  planning;  microenterprise  development; 
and  Credit  Association  management  issues.   The  credit  provides  a  tangible  resource  that  can 
be  put  to  immediate  use  in  an  income-generating  activity  the  recipients  already  know  how  to 
do.   The  education  promotes  good  breastfeeding  and  weaning  practices,  diarrhea  prevention 
^nd  management  techniques,  and  ^imily  planning  practices,  as  well  as  improves  Credit 
Association  and  income-generating  activities.   Women  are  the  primary  focus  of  Credit  with 
Education  because  of  the  central  role  they  play  as  caretakers  of  and  providers  for  their 
families.    Credit  with  Education  is  a  multisectorial  and  integrated  approach  carefully 
designed  to  address  the  underlying  causes  of  chronic  hunger  and  malnutrition. 

Freedom  from  Hunger  appreciates  that  the  persistent  lack  of  food  is  very  closely  linked  to 
the  persistent  lack  of  or  control  of  resources.   It  is  the  inadequate  access  of  poor  households 
to  food,  rather  than  food  scarcity  itself,  that  most  often  causes  chronic  hunger.   Yet  simply 
raising  the  incomes  of  poor  households,  while  a  necessary  step,  is  not  a  suflBcient  means  for 
eliminating  malnutrition,  the  roots  of  which  extend  to  a  poverty  of  informational  and 
organizational,  as  well  as  economic,  resources.   For  this  reason.  Credit  with  Education 
combines  small  working  capital  loans  with  nonfbrmal  maternal  and  child  care  education. 
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I.   THE  CREDIT  COMPONINT 

The  credit  component  incorporates  poverty  lending  techniques  shown  to  most  efiFectively 
reach  and  assist  households  vulnerable  to  hunger  and  malnutrition.   A  series  of  very  small 
(between  $10  and  $300),  short-term  loans  (four  to  six  months)  are  provided  with  a  minimum 
of  paper  work  at  commercial  interest  rates.   Loans  are  made  on  the  basis  of  group  guarantee 
rather  than  individual  borrowers'  physical  collateral.   Loans  are  repaid  in  weekly  installments 
with  mandatory  savings.   Both  the  education  and  credit  components  are  channeled  to 
community-based  Credit  Associations  made  up  of  20  to  30  very  poor  but  economically  active 
women.   Only  when  the  principal  and  interest  owed  by  the  entire  membership  has  been  paid 
can  the  Credit  Association  receive  an  additional  loan. 

The  organizational  structure  of  the  Credit  Associations  has  been  strongly  influenced  by  the 
FINCA  village  banking  model  but  also  incorporates  the  lessons  of  the  Grameen  Bank  and 
ACCION.   For  example.  Freedom  from  Hunger  requires  that  several  four-  to  seven-member 
solidarity  groups  come  together  to  form  a  Credit  Association.  This  strategy  facilitates 
participation  by  poorer  women  in  the  community  who  are  likely  to  be  initially  reticent  to  join 
a  larger  group.   The  solidarity  groups  have  primary  liability  for  each  group  member's 
individual  loan.   If  the  solidarity  group  cannot  repay,  the  Credit  Association  becomes 
responsible,  establishing  a  dual  guarantee  system  for  loan  repayment.   A  member  of  each 
solidarity  group  is  represented  on  the  Credit  Association  management  committee  to  promote 
democratic  representation  of  the  membership  and  to  assure  an  organized  flow  of  information 
that  reinforces  education  and  monitoring.   Initially,  fleld  staff  train  the  Credit  Association 
management  committees,  but  eventually  the  members  themselves  assume  a  significant  degree 
of  self-management  for  loan  repayment  and  savings  mobilization. 

The  credit  terms  and  requirements  serve  to  direct  program  benefits  to  the  poorest.   The 
better-off^,  with  other  options,  prefer  not  to  bother  with  forming  solidarity  groups  and  paying 
extra  interest  for  very  small  loans  requiring  weekly  repayment.   Our  strategy,  thus,  screens 
out  those  less  vulnerable  to  hunger  and  targets  those  groups  with  the  greatest  need. 

Before  they  receive  a  loan.  Credit  Association  members  first  discuss  their  proposed  income- 
generating  activities  with  each  other  and  decide  on  the  feasibility  of  the  loan  activity.   The 
women  invest  in  activities  in  which  they  are  already  skilled  and  need  little  technical 
assistance,  such  as  processing  and  selling  food,  raising  chickens,  operating  a  small  shop,  or 
making  or  buying  and  selling  clothing.   The  loans  enable  women  to  expand  and  diversify 
their  income-generating  activities  and  often  replace  more  costly  sources  of  working  capital  or 
inputs.    For  example,  before  joining  the  program,  many  women  bought  the  inputs  necessary 
for  their  income-generating  activities  on  credit  which  is  much  more  costly  than  buying  them 
up-front  with  cash.   Women's  increased  profits  and  their  accumulated  savings  tend  to  be 
directly  channeled  toward  the  families'  basic  needs,  such  as  food  and  medicine  purchases.    In 
addition,  as  women's  incomes  increase  so  does  their  bargaining  power  within  the  family  and 
their  ability  to  influence  the  allocation  of  general  household  resources  to  nutritionally 
beneficial  investments. 
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n.   THE  EDUCATION  COMPONENT 

The  credit  side  of  Credit  with  Education  would  not  be  as  effective  as  it  is  without  its 
education  component.   Cratit  with  Education  works  because  it  combines  informatidn  to 
improve  people's  lives  with  the  means  to  do  so.   Lack  of  food,  due  to  lack  of  income  to  buy 
food,  is  only  one  of  the  major  causes  of  chronic  hunger  and  malnutrition.   Another  primary 
cause  is  linked  to  a  lack  of  informatibn  and  knowledge  about  health  and  nutrition  issues. 

The  education  component  of  our  programs  provides  Credit  Association  members  with 
information,  motivation,  and  skills  to  identify  and  solve  problems  that  cause  chronic  hunger. 
Development  agencies  have  been  attempting  to  address  these  issues  for  decades  but  often 
have  felled  to  involve  women  in  these  issues  or  have  found  it  difficult  to  reach  the  poorest 
women.  Freedom  from  Hunger  focuses  almost  exclusively  on  women  because  they  are  key 
players  in  eliminating  hunger  and  malnutrition.  However,  we  do  not  ignore  that  men  are 
also  impacted  by  women's  involvement  in  our  programs.   We  have  found  that,  with  few 
exceptions,  the  men  have  embraced  and  applauded  the  women's  success.   Men  find  that 
through  Credit  with  Education  programs  women  arc  able  to  contribute  morc  to  the  well-being 
of  their  families,  thus  relieving  the  men  of  some  of  the  burden  of  providing  food,  clothing, 
and  shelter  for  their  families. 

Our  education  model  is  based  on  a  problem-solving  approach  to  promote  certain  ideal 
practices  critical  to  maternal  and  child  health  and  nutrition  issues.   Credit  Association 
members,  with  assistance  from  staff,  identify  a  hunger-related  problem  or  concept  presented 
in  interesting,  concrete,  and  often  amusing  ways  to  engage  participants.   Staff  use  role  plays, 
pictures,  symbols,  aiid  stories  to  introduce  the  problem  in  the  context  of  the  local 
environment.   They  pose  questions  to  stimulate  participation  and  personalize  the  problem  to 
encourage  analysis  and  to  facilitate  discovery  of  practical  solutions.  The  process,  occurring 
as  it  does  within  the  supportive  atmosphere  of  the  Credit  Association  meeting,  enhances 
decision  making  and  promotes  commitment  by  the  women  to  solve  the  problems  identified. 

While  it  is  true  that  Credit  with  Education  is  being  developed  as  a  technical  package  with 
training,  monitoring,  and  financial  planning  support  systems,  the  program  is  sufficiently 
flexible  to  incorporate  a  participatory  process  of  assessment,  analysis,  and  action.   In  each 
program  site,  existing  studies  and  Ministry  of  Health  priorities  and  documents  are  reviewed 
in  an  effort  to  better  understand  the  key  maternal  and  child  care  problems  of  the  country  or 
region.   For  example,  although  the  timing  for  introducing  supplementary  foods  to  infants  is 
universally  important,  traditional  feeding  practices  start  too  early  in  some  countries  but  too 
late  in  others.   Thus,  the  topics  addressed  at  the  meetings  vary  from  country  to  country, 
reflecting  local  needs.   But  all  of  the  topics  fall  into  four  broad  categories:   timing  and 
spacing  of  births,  infant  and  cnild  feeding  (including  breastfeeding),  diarrhea  management 
(including  preventive  hygiene),  and  immunization  of  infants  and  women  (where  adequate 
services  are  available).   Research  shows  that  these  topics  address  the  highest  impact  health 
and  nutrition  practices  that  mothers  can  choose  to  implement  in  their  daily  lives  to  overcome 
problems  of  diet  and  illness. 
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The  practice  with  the  highest  potential  to  reduce  hunger  and  malnutrition  is  birth  spacing  and 
timing.   Credit  with  Education  strongly  encourages  the  use  of  family  planning  to  avoid 
unwanted  pregnancies  with  emphasis  on  contraceptive  methods  that  also  inhibit  the 
transmission  of  AIDS  and  other  reproductive  tract  infections.   In  our  program  areas,  we  are 
working  together  with  local  organizations  already  providing  family  planning  supplies  and 
counseling.   By  providing  information  on  family  planning  issues,  Freedom  from  Hunger 
helps  reinforce  local  efforts.   Close  coordination  between  Credit  with  Education  programs 
and  successful  family  planning  providers  helps  trim  the  costs  of  making  these  services 
available  and  helps  assure  the  effective  use  of  contraceptive  methods. 

» 

To  ensure  that  the  programs  are  effective  and  address  local  needs,  Knowledge,  Attitude,  and 
Practice  (KAP)  surveys  are  conducted  by  field  staff.   These  surveys,  which  are  supplemented 
by  focus  group  discussions,  are  an  important  staff  training  tool.  They  clarify  the  problem 
areas  and  the  women's  attitudes  and  beliefs,  help  in  the  planning  of  learning  sessions,  and 
encourage  analysis  and  discussion  at  Credit  Association  meetings.    Credit  Association 
members  are  also  encouraged  to  discuss  and  follow  up  on  issues  outside  of  the  weekly 
scheduled  learning  sessions. 


ra.   FINANCIALLY  SUSTAINABLE  BENEFITS  DELIVERED  ON  A  LARGE  SCALE 
BY  LOCAL  ORGANIZATIONS 

The  scope  of  the  problem  of  hunger  and  malnutrition  requires  solutions  that  can  be  expanded 
and  financially  sustained.   Cost-effective  operating  systems  and  the  women  themselves  are 
making  possible  the  expansion  and  sustainability  of  Credit  with  Education  programs. 
Through  their  virtually  100  percent  repayment  rates,  the  women  themselves  are  beginning  to 
cover  the  cost  of  delivering  both  the  financial  and  education  services.   As  the  number  of 
borrowers  and  loan  sizes  increase,  so  do  program  revenues  while  the  costs  per  borrower 
decrease.   Credit  with  Education  is,  therefore,  a  program  designed  for  large-scale 
implementation— in  which  economies  of  scale  can  be  achieved. 

Securing  access  to  credit  funds  and  covering  the  cost  of  these  funds  are  critical  factors  for 
achieving  program  expansion  and  financial  sustainability.   Freedom  from  Hunger  has  been 
successful  in  its  three  West  African  programs  (Burkina  Faso,  Ghana,  and  Mali)  in  fully 
funding  the  loan  portfolio  with  loans  from  local  financial  institutions.    In  Thailand,  Freedom 
from  Hunger  maintains  fiinds  in  a  commercial  bank  to  guarantee  60  percent  of  the  loan 
portfolio  financed  by  that  bank.   The  potential  to  reach  an  under-represented  clientele— poor, 
rural  women— while  still  covering  operating  costs  makes  Credit  with  Education  an  attractive 
strategy  even  to  formal  financial  institutions.   The  Credit  Association  structure  reduces  the 
bank's  costs  in  a  number  of  ways:    many  small  loans  are  packaged  into  a  larger  loan  to  the 
Credit  Association,  and  the  loan  feasibility  analysis,  the  repayment  discipline,  and  the 
collection  are  all  conducted  by  the  members  themselves.   Thus,  Freedom  from  Hunger 
through  the  Credit  with  Education  approach  is  forming  partnerships  with  banks,  credit 
unions,  and  local  NGOs  to  provide  financial  services  and  maternal  and  child  survival 
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education.  Onoe  the  Credit  Associations  are  established,  the  revenues  from  fees  and  interest 
will  continue  to  cover  the  field  implementation  costs  for  the  service  ddivery. 


CONCLUSION 

Women  woildng  together  at  all  levels  within  the  Credit  with  Education  program  make  it  so 
successful.  When  women  identify  their  own  problems  and  discover  their  own  solutions, 
there  is  a  greater  chance  that  they  will  take  action  to  eliminate  their  problems.  The 
management  responsibility  and  experience  that  comes  with  control  over  resources  and 
decision  making— because  the  women  manage  their  own  banks,  schools,  and  support 
groups— instills  new  skills  and  confidence  in  women.   As  a  result,  they  can  become 
influential  actors  in  promoting  development  of  a  better  quality  of  life  for  their  £unilies  and 
communities.   Ideally,  these  impacts  will  have  reinforcing  effects  and  will  be  handed  down 
from  mother  to  daughter  for  the  benefit  of  future  generations  and  a  world  free  from  hunger. 
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OVERVIEW 

Donated  foods  may  be  used  to  satisfy  some  or  all  of  the  following 
objectives:   1)  transfer  of  resources  from  wealthier  to  poorer  nations, 
2)  support  of  agriculture  and/or  disposal  of  food  surpluses  in  the  donor 
countries,   3)  Increase  in  food  security  in  the  recipient  countries,  or 
4)  reduction  of  malnutrition  in  these  latter  countries.   Enhanced  food 
security  and  reduction  of  malnutrition  are  listed  separately  because  the  two 
items  are  not  necessarily  synonymous.   Whereas  food  security  is  generally 
conceptualized  as  adequate  household  food  energy  (calorie)  availability  to 
meet  theoretical  needs,  reduction  of  malnutrition  requires  that  sufficient 
amounts  of  energy  and  specific  nutrients  are  consumed  by  each  individual  to 
prevent  clinical  or  biochemical  evidence  of  deficiency.   This  implies  that  if 
donated  foods  are  meant  to  reduce  malnutrition,  they  must  be  selected  in  such 
a  way  to  assure  that  a  proper  mix  of  nutrients  is  provided  in  a  form  and 
amount  that  can  be  consumed  and  utilized  by  the  particular  population 
subgroups  at  risk  of  malnutrition. 

When  the  goal  of  food  aid  is  to  reduce  malnutrition,  several  preliminary 
steps  are  necessary  to  assure  that  the  intervention  strategies  produce  the 
desired  impact.   First,  the  specific  nutritional  deficiencies  of  the 
recipient  countries  must  be  identified.   Second,  the  high  risk  groups  must  be 
characterized  in  terms  of  their  age,  physiologic  status,  geographic  region, 
economic  group,  and  so  on.   Third,  the  donated  foods  must  be  chosen  to 
provide  the  specific  energy  and  nutrient  shortfalls  experienced  by  the  target 
group.   Finally,  a  distribution  system  must  be  established  to  assure  that 
these  foods  reach  the  intended  recipients.   Although  these  steps  may  appear 
logical  and  simple  to  accomplish,  few  food  aid  programs  actually  attempt  to 
follow  this  proposed  sequence  of  activities. 

The  purposes  of  this  testimony,  then,  are  to  review  the  major 
nutritional  problems  of  children  in  developing  countries  and  to  discuss 
possible  intervention  strategies  that  might  be  applied  to  reduce  the 
magnitude  of  these  problems  through  food  aid  programs.  "  Implications  for 
local  capacity-building  will  also  be  considered. 
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NUTRITIOMAL  PROBLEMS  OF  DEVELOPTWG  COUNTRIES 

The  najor  nuCritlonal  probleas  encountered  In  developing  countries  are 
nutritional  growth  stunting  of  newborn  Infants  and  young  children  and 
selected  nlcronutrlent  deficiencies,  which  occur  primarily  In  young  children 
and  women  of  reproductive  age.   This  presentation  will  focus  primarily  on 
Issues  related  to  nutritional  stunting.   A  comprehensive  review  of 
mlcronutrlent  deficiencies  was  presented  to  this  Subcommittee  on  July  20, 
1993  (Sanghvl,  1993),  so  specific  mlcronutrlent  Issues  will  be  discussed  only 
briefly  herein. 

Ihitrltloaal  stunting 

Nutritional  stunting  can  be  described  as  any  impairment  of  linear  growth 
due  either  to  Inadequate  Intake  or  absorption  of  one  or  more  essential 
nutrients  or  to  underlying  diseases  that  Interfere  with  the  availability  of 
these  nutrients  for  tissue  synthesis.   In  operational  terms  stunting  Is 
usually  defined  as  body  length  that  is  less  than  the  normal  range  with 
respect  to  International  age-  and  sex-specific  reference  growth  data. 
According  to  data  compiled  by  the  UN  agencies,  approximately  25%  of  preschool 
children  in  developing  countries  can  be  classified  as  stunted,  representing  a 
total  of  more  than  250  million  children  who  are  affected  worldwide  (ACC/SCN, 
1987).   Overall,  the  rate  of  stunting  appears  to  have  fallen  somewhat  during 
recent  decades,  but  the  total  population  of  under-flves  has  increased 
concomitantly,  so  the  total  number  of  malnourished  children  worldwide  has 
actually  Increased  during  this  time. 

Nutritional  stunting  may  occur  because  of  either  intrauterine  or  post- 
natal factors  that  Influence  children's  growth.   A  number  of  maternal 
characteristics,  such  as  poor  nutritional  status,  presence  of  Infection,  and 
smoking,  are  related  to  fetal  malnutrition  and  subsequent  low  birth  weight 
and  length.   Although  Improved  maternal  nutrition  during  pregnancy  yields 
increased  intrauterine  growth,  maternal  stature,  which  is  an  Important 
Independent  predictor  of  the  newborn's  weight  and  length,  is  not  affected  by 
dietary  Intake  during  pregnancy.   Thus,  Improved  nutrition  of  young  girls  may 
also  be  needed  to  reduce  growth  retardation  of  their  offspring. 

Two  different  patterns  of  postnatal  onset  of  stunting  have  been 
described.   In  some  communities  linear  growth  may  be  slower  than  reference 
patterns  from  the  time  of  birth,  %rtiereas  in  other  settings  growth  faltering 
appears  to  be  delayed  until  approximately  six  months  of  age.   In  either  case, 
the  departure  from  postnatal  reference  growth  patterns  generally  becomes  most 
accentuated  during  the  second  six  months  of  life,  which  is  the  period  when 
foods  other  than  breast  milk  should  normally  be  added  to  the  Infant's  diet. 
Late  Introduction  of  these  complementary  foods  or  inadequate  amounts  or 
composition  of  these  foods  will  result  in  growth  failure.   Thus,  the  primary 
Intervention  strategy  to  prevent  nutritional  stunting  is  provision  of 
appropriate  complementary  foods  to  children  in  this  age  group.   Notably,  the 
period  of  decelerated  growth  seems  to  last  only  until  18  to  24  months  of  age 
in  most  settings,  after  which  the  growth  velocity  of  children  in  developing 
countries  is  similar  to  that  of  the  reference  population.   Thus,  preventive 
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interventions  can  probably  focus  on  the  relatively  small  subgroup  of  children 
in  this  age  range . 

Importance  of  dietary  quality 

Until  recently  it  has  been  assumed  that  children's  poor  growth  during 
the  period  of  weaning  is  due  to  insufficient  household  food  availability  to 
allow  the  necessary  quantities  to  be  channeled  to  young  children.   The  major 
evidence  offered  in  support  of  this  assumption  is  the  fact  that  in  many  cases 
children's  energy  intakes  are  frequently  less  tlian  the  amounts  consumed  by 
children  of  the  same  age  in  affluent  countries.   However,  several  facts  call 
this  assumption  into  question  (Brown,  1991;  Brown  and  Begin,  1993).   First, 
the  small  proportion  (approximately  7%)  of  children's  total  energy  needs  that 
is  required  to  support  growth  during  the  weaning  period  represents  a  trivial 
amount  in  relation  to  the  household's  total  food  energy  consumption. 
Moreover,  several  studies  that  have  examined  children's  energy  intakes  during 
the  early  years  of  life  have  found  that  despite  the  observed  low  intakes,  not 
all  of  the  food  that  is  offered  is  consumed.   Thus,  in  these  communities 
children's  appetite  or  adverse  characteristics  of  the  diet  appear  to  limit 
food  energy  intake,  rather  than  food  availability  per  se.   Finally,  studies 
recently  completed  in  several  low- Income  countries  found  no  relationship 
between  children's  energy  intakes  and  their  rates  of  growth,  whereas  their 
intakes  of  specific  nutrients  or  "high  quality"  food  sources,  such  as  animal 
products,  were  associated  with  greater  height,  even  after  controlling  for 
potentially  confounding  socioeconomic  factors  (Allen,  1993).   Thus,  it  seems 
that  the  overall  quality  of  the  diet  may  be  a  more  important  determinant  of 
children's  growth  than  simply  the  amount  of  energy  consumed,  at  least  in 
those  settings  where  household  food  availability  does  not  limit  the  amount  of 
energy  offered  to  the  child. 

If  poor  quality  of  the  weaning  diet  is  at  least  partially  responsible 
for  children's  low  energy  intakes  and  poor  growth  during  the  weaning  period, 
successful  efforts  to  reduce  nutritional  stunting  will  require  improvements 
in  selected  aspects  of  the  weaning  diet,  such  as  energy  density,  organoleptic 
characteristics  (for  example,  viscosity,  flavor,  aroma,  diversity),  and  most 
Importantly  micronutrient  content  and  bioavailability.   Although  there  is 
little  specific  information  on  the  optimal  energy  density  of  weaning  diets, 
results  of  several  studies  indicate  that  the  caloric  concentration  of  the 
weaning  diet  may  exert  profound  effects  on  young  children's  total  energy 
Intakes  (Sanchez-GriAan,  1992).   Based  on  these  limited  data,  it  can  be 
estimated  that  minimal  energy  densities  of  80  kcal/100  g  of  the  weaning  diet 
are  advisable  to  assure  that  children  can  meet  their  theoretical  requirements 
with  no  more  than  three  meals  (Brown,  1991).   By  way  of  contrast,  it  is 
notable  that  energy  densities  of  the  cereal  gruels  that  are  the  major  weaning 
foods  in  West  Africa  average  approximately  25-30  kcal/100  g.   Thus, 
Interventions  to  enhance  the  density  of  weaning  preparations  are  necessary  to 
improve  young  children's  total  energy  and  nutrient  intakes  in  these  settings. 

Unfortunately,  attempts  to  increase  the  density  of  cereal  porridges  by 
reducing  their  water  contents  are  often  constrained  by  the  simultaneous 
Increase  that  occurs  in  viscosity.   For  example,  when  total  solids  from 
cereals  exceed  8-10  grans  per  100  g  of  cooked  material  (approximately  30-40 
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kcal/lOO  g) ,  Che  resulting  viscosity  is  greater  than  the  liquid  or  semi-solid 
texture  that  is  generally  preferred  for  infants.   On  the  other  hand,  addition 
of  oil  or  sugar  to  weaning  foods  to  increase  their  energy  density,  as  is 
frequently  reconnnended ,  may  overly  dilute  the  nutrient : energy  ratios  of 
critical  nutrients,  potentially  resulting  in  another  set  of  nutritional 
problems.   For  example,  addition  of  one  teaspoon  of  vegetable  oil  to  100  g  of 
a  typical  West  African  pap  would  increase  its  energy  density  from  about  30  to 
70  kcal/lOO  g,  but  decrease  its  percent  of  energy  as  protein  from 
approximately  9%  to  4%.   This  modified  pap  would  not  satisfy  children's 
protein  requirements,  even  if  they  consume  a  sufficient  amount  to  satisfy 
their  energy  needs.   Isolated  oil  supplementation  produces  similarly 
undesirable  effects  on  micronutrient  density. 

It  is  well  Vcnown  from  studies  in  experimental  animals  that  deficiencies 
of  single  nutrients,  such  as  vitamin  A,  zinc,  or  folic  acid,  can  limit  total 
energy  intake  and  physical  growth.   By  the  same  token,  field  trials  in 
deficient  human  populations  have  demonstrated  positive  impacts  of  single- 
nutrient  interventions  with  vitamin  A,  zinc,  and  iron  on  children's  growth, 
dietary  intake,  or  both.   Thus,  the  observed  low  energy  intakes  by  weanlings 
in  developing  countries  may  be  due  to  specific  micronutrient  deficiencies 
that  impair  appetite  rather  than  to  low  food  availability. 

The  ability  of  local  food  mixtures  to  satisfy  children's  micronutrient 
requirements  must  be  questioned  when  these  diets  are  based  almost  exclusively 
on  plant-derived  sources.   High  quality  foods,  such  as  animal  products  and 
refined  or  fortified  foods,  contribute  a  large  share  to  the  diets  of  young 
children  in  affluent  countries.   For  example,  preschoolers  in  the  U.S. 
receive  nearly  60%  of  their  energy  from  dairy  products,  meat,  and  eggs,  and 
Canadian  children  up  to  18  months  of  age  receive  more  than  half  their  energy 
intakes  from  milk.   By  contrast,  animal  products  provided  only  7-20%  of 
toddlers'  energy  intakes  in  recent  studies  in  Kenya,  Mexico,  and  Egypt,  three 
relatively  well  off  developing  countries  that  nevertheless  have  hi^  rates  of 
nutritional  stunting.   On  the  other  hand,  children  in  these  three  countries 
consumed  about  twice  as  omch  energy  from  cereals  as  do  children  in  North 
America. 

Characterlstlct  of  optimal  weaning  foods 

To  reduce  the  incidence  of  postnatal  nutritional  stunting,  special  foods 
of  high  nutritional  quality  must  be  provided  to  young  children  at  least  three 
or  four  times  per  day  for  the  period  from  six  to  18-24  months  of  age. 
Guidelines  are  available  on  the  appropriate  formulation  of  weaning  diets 
(Cameron,  1983;  Brown,  1991),  which  may  be  prepared  from  foods  already 
available  in  the  home  or  from  processed  Ingredients.   In  either  case,  the 
final  diets  must  contain  adeqviate  amounts  of  energy,  protein,  and  absorbable 
micronutrlents  to  meet  the  children's  physiological  requirements.   The 
texture,  flavor,  and  diversity  of  the  preparations  must  also  be  suitable  for 
this  age  group.   Ideally,  the  foods  might  be  precooked  to  reduce  the  amount 
of  time  required  to  prepare  each  meal.   This  would  tend  to  reduce  the  risk  of 
microbial  contamination  that  occurs  when  families  prepare  foods  only  once  a 
day  in  an  attempt  to  save  time  and  reduce  fuel  consumption. 
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Constraints  to  Improved  weaning  diets 

Several  factors  have  prevented  widespread  Improvements  in  child  feeding 
during  the  period  of  weaning.   In  particular,  the  greater  cost  of  high 
quality  foods,  the  considerable  time  needed  to  prepare  foods  separately  and 
feed  them  to  young  children,  and  the  additional  cooking  fuel  required  have 
all  Impeded  the  adoption  of  current  feeding  recommendations.   In  addition, 
the  high  rates  of  Infections  In  children  of  this  age  group  Interfere  with 
optimal  dietary  4'i>CAkc-   Each  of  these  Issues  will  be  discussed  briefly,  as 
follows. 

The  greater  cost  of  Individual  food  Ingredients,  such  as  dairy  products, 
meats,  fruits,  and  vegetables,  which  have  enhanced  nutritional  quality  and  of 
processed  weaning  foods  often  place  them  beyond  the  means  of  the  poorest 
families.   Thus,  food  aid  or  local  government  subsidies  may  be  the  only  way 
to  assure  that  young  children  from  the  poorest  families  receive  adequate 
amounts  of  high  quality  foods  to  prevent  nutritional  stunting. 

Improvements  In  child  feeding  practices  also  require  that  caregivers 
devote  more  time  to  prepare  these  foods,  especially  If  they  are  made  from 
food  Ingredients  available  In  the  home,  and  to  serve  them  to  young  children. 
In  many  parts  of  the  world,  especially  In  rural  areas,  women  already  spend 
considerable  amounts  of  time  In  agricultural  and  food  processing  activities, 
such  as  sowing  seeds,  cultivating  fields,  and  milling  and  grinding  grains,  as 
well  as  preparing  and  cooking  food.   With  an  average  of  only  two  to  four 
hours  of  leisure  time  available  to  these  women.  It  Is  unreasonable  to  expect 
that  they  could  devote  substantial  additional  time  to  prepare  special  weaning 
foods.   Nigerian  mothers  whom  we  studied,  for  example,  stated  that  the 
Increased  time  required  to  prepare  a  special  weaning  mixture  at  home  was  a 
major  constraint  to  Its  adoption  (Guptlll,  1993).   In  areas  where  women  are 
engaged  In  wage  labor,  their  hours  at  the  workplace  detract  from  the  time 
that  might  otherwise  be  available  for  food  preparation  and  child  care 
activities. 

Finally,  the  high  frequency  of  feeding  required  by  young  children 
necessitates  greater  cooking  time  and  fuel  consumption,  which  may  further 
Impede  adoption  of  optimal  feeding  recommendations.   Thus,  each  of  these 
constraining  factors  --  cost  of  food,  necessary  preparation  time,  and 
availability  of  fuel  --  indicate  that  novel  approaches  to  ameliorate 
nutritional  stunting  are  needed.   Redirection  of  food  aid  to  meet  these 
specific  needs  could  have  a  considerable  impact  on  children's  nutritional 
status  globally. 

Importance  of  infection 

Infectious  diseases  are  also  major  determinants  of  children's  growth  and 
nutritional  status.   Field  studies  in  Africa,  Asia,  and  Latin  America  have 
all  found  negative  associations  between  the  prevalence  of  selected 
infections,  especially  diarrhea  and  febrile  Illnesses,  and  children's  growth 
performance.   Infections  may  influence  nutritional  status  through  their 
effects  on  food  consumption,  intestinal  absorption,  and  breakdown  of  tissue 
nutrient  reserves.   These  nutritional  complications  can  be  avoided  either  by 
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preventing  infections  or  by  improving  the  dietary  management  of  children 
during  or  after  Illness. 

Field  studies  in  several  countries  have  recently  found  that  children 
with  greater  energy  intakes  between  illnesses  are  more  resistent  to  the  long- 
term  nutritional  consequences  of  diarrhea  on  weight  gain.   Similarly, 
Colombian  children  who  participated  in  supplementary  feeding  programs  avoided 
the  diarrhea- related  growth  failure  observed  among  children  in  non- 
supplemented  communities.   Thus,  although  some  proportion  of  children's 
growth  failure  in  developing  countries  can,  indeed,  be  explained  by  their 
high  prevalence  of  infections,  enhancement  of  the  children's  usual  diets  may 
be  the  most  efficient  approach  to  reduce  malnutrition. 

As  programs  are  initiated  to  improve  the  quality  of  weaning  diets,  care 
must  be  taken  simultaneously  to  Interrupt  food-borne  transmission  of  enteric 
Infections.   Several  studies  in  developing  countries  have  noted  that  typical 
weaning  diets  are  heavily  contaminated  with  fecal  organisms,  especially  after 
prolonged  storage  at  high  ambient  temperature .   Improvements  in  the 
microbiological  quality  of  weaning  diets  are  constrained  by  lack  of 
refrigeration  for  their  safe  storage  and  by  insufficient  fuel  availability 
for  the  frequent  cooking  or  reheating  that  would  otherwise  be  necessary  to 
protect  them.   Thus,  processing  techniques  that  permit  rapid  home  preparation 
of  precooked  foods  would  be  desirable. 

MICRONUTRIENT  DEFICIENCIES 

In  addition  to  the  general  problem  of  growth  retardation,  deficiencies 
of  specific  vitamins  and  minerals  are  extremely  common  in  many  developing 
countries.   An  estimated  two  billion  individuals  worldwide  are  affected  by 
deficiencies  of  iron,  vitamin  A,  or  iodine.   Deficiencies  of  other 
micronutrients  are  also  likely  to  be  frequent  although  less  Information  is 
available  on  the  magnitude  of  these  problems.   There  is  some  evidence,  for 
example,  that  many  populations  are  lacking  in  zinc,  cyanocobalamin  (vitamin 
B12),  pyridoxine  (vitamin  B6) ,  ascorbic  acid  (vitamin  C) ,  riboflavin,  and 
other  micronutrients. 

Although  these  problems  will  not  be  discussed  in  detail,  it  is  important 
to  note  that  the  population  groups  that  are  generally  most  affected  are 
preschool  children  and  pregnant  and  lactatlng  women.   Thus,  even  though  food 
aid  commodities  may  currently  be  fortified  with  some  of  these  micronutrients, 
if  the  foods  are  unacceptable  to  the  high  risk  group  or  are  inappropriately 
targeted,  the  added  nutrients  will  not  produce  the  desired  impact  on  the 
population's  micronutrlent  status.   On  the  other  hand,  if  food  aid  is  used 
specifically  to  reduce  nutritional  stunting  in  the  weanling  age  group,  these 
same  foods  could  be  appropriate  "food  vehicles"  for  the  delivery  of 
supplemental  micronutrients. 

INTERVENTION  STRATEGIES  TO  REDUCE  NUTRITIONAL  STUNTING 

Having  reviewed  the  nature  of  nutritional  stunting  in  children  of 
developing  countries,  the  age  groups  most  affected  by  this  problem,  and  the 
common  constraints  to  improved  child  feeding,  let  us  now  consider  some  of  the 
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possible  approaches  Co  alleviate  these  problems  and  the  ways  In  which  food 
aid  may  be  best  used  to  accomplish  this  objective.   Among  the  multiple 
possible  Interventions  for  prevention  of  childhood  malnutrition  the  most 
Important  are:   1)  promotion  of  exclusive  breastfeeding  during  the  first  six 
months  of  life,   2)  nutrition  education  to  encourage  timely  Introduction  of 
nutritionally  adequate  weaning  foods  (and  provision  of  these  foods  when 
necessary),   3)  growth  monitoring  and  promotion  to  Identify  early 
malnutrition  and  to  target  appropriate  supplementary  feeding,   4)  provision 
of  specific  mlcronutrlent  supplements  when  Indicated,  and  5)  control  of 
common  Infections.   Also,  because  of  Increasing  appreciation  of  the 
Importance  of  adequate  nutrition  during  pregnancy  and  lactation,  both  to 
protect  maternal  nutrition  and  health  as  well  as  to  prevent  nutritional 
deficiencies  of  the  fetus  and  the  nursing  Infant,  greater  attention  should  be 
directed  to  Include  nutritional  assessment  and  Intervention  In  routine  pre- 
and  postnatal  care  of  women. 

Interventions  to  prevent  nutritional  stunting  should  specifically  target 
older  Infants  and  young  children  of  the  age  group  (approximately  six  to  18-24 
months)  when  most  postnatal  nutritional  stunting  occurs.   Efforts  should  be 
made  to:   1)  Increase  the  amount  of  food  consvunptlon  by  assuring  sufficient 
availability  of  staple  foods  In  the  household  and  by  encouraging  an 
appropriate  number  of  meals  and  quantity  of  food  offered  at  each  meal,  and 
2)  Improve  the  quality  of  the  weaning  diet  by  Increasing  access  to  animal 
products,  by  adding  missing  nutrients  to  the  diet  through  supplementation  or 
fortification,  or  by  Improving  local  food  processing  capability  to  remove 
from  the  diet  those  anti -nutritional  factors  that  interfere  with 
bioavailability  of  critical  micronutrients .   Ideally,  these  interventions 
should  be  carried  out  at  the  household  or  community  level  to  promote  self- 
reliance,  but  it  may  be  more  realistic  in  the  short  term  to  seek  these 
nutritional  objectives  through  the  use  precooked  weaning  foods  that  have  the 
advantages  of  assured  nutrient  content  and  reduced  preparation  time  in  the 
home.   However,  the  increased  cost  of  processing,  packaging,  and  distributing 
these  processed  weaning  foods  may  limit  their  widespread  adoption  until 
individual  families,  national  governments,  and  international  agencies  accept 
this  investment  in  children  as  a  major  priority.   Food  aid  programs  may  be 
able  to  fill  this  gap  in  the  meantime. 

It  is  worth  digressing  at  this  point  to  describe  the  results  of  a 
meeting  convened  two  months  ago  in  Peru  to  review  the  national  food 
distribution  programs.   Representatives  of  five  government  ministries 
participated  In  the  workshop.  Including  the  Minister  of  the  Presidency,  who 
Is  in  charge  of  social  relief  programs,  the  Minister  of  Health,  and  the 
Minister  of  Fisheries.   The  session  opened  with  a  review  of  current 
government  food  programs  which  noted  that  the  government  currently  spends 
$140  million  annually  in  food  distribution  programs.   However,  the  government 
can  provide  no  evidence  to  indicate  that  these  programs  have  produced  any 
impact  on  rates  of  childhood  malnutrition,  which  have  remained  largely 
unchanged  during  recent  decades.   The  participants  in  the  meeting  decided  to 
adopt  the  logical  steps  that  were  outlined  at  the  beginning  of  this 
presentation  to  plan  nutrition  interventions,  and  they  appointed  a  Nutrition 
Council  to  review  the  nutritional  situation  of  the  country  and  to  develop  a 
more  appropriate  governmental  response.   Of  particular  interest  was  the  fact 
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that  several  of  the  participants  estimated  that  It  would  be  possible  to 
deliver  a  high  quality,  nutritionally  adequate  complementary  food  to  all  of 
the  country's  children  In  the  high  risk  age  group  without  spending  any  more 
public  funds  than  are  currently  being  disbursed.   It  would  simply  be 
necessary  to  redirect  these  funds  to  a  program  designed  to  address  a  specific 
nutritional  problem. 

USE  OF  FOOD  AID  TO  REDUCE  CHILDHOOD  MALNUTRITION 

Foods  distributed  through  U.S.  aid  programs  could  also  be  preferentially 
oriented  to  control  specific  nutritional  problems  of  young  children,  but  a 
different  selection  of  commodity  Items  would  probably  be  necessary.   Food 
commodities  that  are  currently  available  for  distribution  abroad  through  the 
Office  of  Food  for  Peace  Include  whole  grain  cereals  or  cereal  flours, 
lentils,  vegetable  oil,  and  blended  foods.   The  latter  are  partially 
precooked  mixtures  of  milled  cereals,  soy  flour,  dried  milk,  and  a  vltamln- 
mlneral  pre-mlx.   Only  these  blended  foods  satisfy  the  aforementioned 
criteria  for  Ideal  weaning  foods.   Of  course,  the  less  appropriate  whole 
grain  foods  could  be  further  processed  In  the  recipient  countries  to 
approximate  these  criteria,  but  there  Is  little  evidence  that  this  is  In  fact 
occurring. 

According  to  data  provided  to  us  last  week  by  the  Office  of  Food  for 
Peace,  a  total  of  nearly  1.5  million  metric  tons  of  food  has  been  approved 
for  distribution  in  1994  undctr  PL480  Title  II.   Of  this  amount,  approximately 
69%  will  be  provided  as  cereals,  8%  as  oils,  5.5%  as  lentils  or  beans,  and 
17.5%  as  blended  foods.   Thus,  more  than  80%  of  donated  foods  will  fall  to 
fulfill  the  stated  criteria  for  ideal  foods  to  prevent  nutritional  stunting 
of  young  children.   In  other  words,  there  seems  to  be  a  considerable 
discrepancy  between  the  major  nutritional  problems  described  above  and  the 
types  of  foods  that  are  currently  being  delivered  to  the  affected  countries. 

I  have  previously  raised  this  concern  during  personal  interviews  with 
Food  for  Peace  officers  in  several  countries ,  but  have  been  informed  that  a 
change  in  the  food  profile  would  be  undesirable  because  the  slightly  higher 
cost  of  the  processed,  blended  foods  would  result  in  the  delivery  of  fewer 
tons  of  donated  foods  and  a  smaller  number  of  beneficiaries  in  the  recipient 
countries.   It  seems,  then,  that  these  particular  individuals  were  more 
concerned  with  the  amount  of  food  delivered  than  with  the  nutritional  Impact 
of  this  service.   It  is  not  possible  to  assess  whether  this  is  a  universally 
held  opinion  In  the  Office  of  Food  for  Peace. 

MONITORING  FOR  NUTRITIONAL  IMPACT 

To  assure  that  donated  food  is  used  to  ameliorate  defined  nutritional 
problems,  it  will  be  necessary  to  include  nutritional  assessment  efforts  in 
the  planning  and  evaluation  of  food  aid  programs.   The  appropriate  criteria 
of  success  for  these  programs  should  not  be  the  quantity  of  food  delivered, 
but  the  numbers  of  cases  of  malnutrition  that  have  been  alleviated  or 
averted.   Malnutrition  should  be  defined  in  measurable  terms,  such  as  numbers 
or  proportions  of  children  with  nutritional  stunting  or  with  specific  forms 
of  mlcronutrlent  deficiencies.   Just  as  general  development  projects  are 
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required  to  prepare  an  envlronniental  Impact  statement,  food  aid  programs 
should  be  obligated,  I  believe,  to  provide  a  nutritional  Impact  statement 
when  reduction  of  malnutrition  Is  one  of  the  program's  stated  goals. 

IMPLICATIONS  FOR  LOCAL  CAPACITY  BUILDING 

To  carry  out  the  recommended  steps  to  reduce  malnutrition  through  food 
aid  programs,  local  expertise  will  be  necessary  to  Identify  the  major 
nutritional  problems  and  high  risk  groups  and  to  formulate  appropriate 
Intervention  strategies.   In  many  cases  this  expertise  will  be  severely 
limited  and  the  countries  will  need  to  strengthen  their  professional  and 
Institutional  capacity.   Thus,  personnel  training  and  institutional 
development  should  be  Included  as  components  of  food  aid  packages  when 
necessary.   The  creation  of  a  professional  nutrition  cadre  will  also  promote 
longer  tern  sustainabillty  of  these  nutrition  activities. 

The  specific  nutrition  intervention  strategies  must  be  delivered  through 
feasible  channels  that  foster  empowerment  of  local  communities.   The  programs 
must  be  continuously  monitored  to  assure  ongoing  efficiency  and  nutritional 
impact.   These  activities  will  require  another  type  of  managerial  or 
administrative  capability  that,  in  some  cases,  will  need  to  be  developed 
before  programs  can  function  effectively.   Finally,  to  the  extent  that 
donated  foods  must  be  specially  processed  to  meet  the  needs  of  selected 
target  groups,  it  may  be  cheaper  and  more  efficient  to  use  the  program  to 
foment  development  of  a  local  food  processing  industry  than  to  carry  out  the 
processing  in  the  U.S.   Again,  nationalization  of  this  component  of  the 
program  will  contribute  to  its  long  term  sustainabillty. 

RECOMMENDATIONS 

In  summary,  I  leave  the  Subcommittee  with  the  following  recommendations 
of  ways  In  which  food  aid  can  be  used  to  reduce  childhood  malnutrition  in 
developing  countries. 

1.  The  specific  nutritional  problems  of  the  recipient  country  and  high 
risk  groups  within  the  country  should  be  clearly  identified. 

2.  The  food  commodities  should  be  designed  to  address  the  specific 
deficiencies  that  have  been  identified  and  should  be  preferentially  delivered 
to  those  at  greatest  risk  of  malnutrition. 

3.  Reduction  in  rates  of  childhood  malnutrition  will  require 
enhancement  of  complementary  foods  provided  to  breastfed  Infants  between  the 
ages  of  six  to  18-24  months.   This  might  be  accomplished  most  efficiently  in 
the  short-term  through  the  use  of  precooked  blended  foods  that  are 
appropriately  fortified  to  meet  all  micronutrlent  requirements. 

4.  Local  expertise  In  nutrition  and  program  management  should  be 
developed,  as  necessary,  to  assure  long-term  sustainabillty  of  these 
activities . 
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Introduction 


If  global  efforts  to  reduce  malnutrition  and  mortality  are  to  succeed,  they  must  focus 
primarily  on  infants  and  toddlers.  Young  children  are  at  much  greater  risk  of  (fying  from 
hunger  than  adults  or  older  children.  Foods  consumed  by  young  children  during  the 
weaning  process  are  referred  to  as  «complementary  foods»  because  they  are  served  along 
with  breastmilk.  In  most  developing  coimtries,  these  foods  are  often  inadequate  in  calories, 
protein,  and  micronutrients,  resulting  in  malnutrition. 

E>espite  the  fact  that  malnutrition  is  most  prevalent  among  children  under  age  two,  this 
group  is  under-represented  in  feeding  programs  using  food  aid.  Non-emergency  maternal 
and  child  health  supplementary  feeding  programs  supported  by  the  United  States  were 
reviewed  for  the  period  1976-1989  (Mora  ct  al,  1990).  The  reviewers  found  that  food 
assistance  reached  a  small  percentage  of  malnourished  mothers  and  children.  A  relatively 
large  proportion  of  the  beneGciaries  at  maternal  chfld  health  feeding  centers  were  children 
over  two  years  of  age. 

£>isadvantaged  women  in  urban  slums  or  poor  rural  areas  in  developing  countries  who 
participate  in  food  aid  programs  have  particular  needs.  They  have  limited  time  to  prepare 
special  foods  for  their  infants  and  no  refrigerators  to  store  cooked  food  safely.  They  also 
cannot  afford  the  convenience  of  infant  foods,  sold  in  tins  or  glass  jars  in  nearby  stores. 

Food  aid  provided  to  such  women,  however,  often  includes  whole  grain  cereals  that 
necessitate  cooking  which  usually  is  done  only  twice  a  day.  Young  children  need  to  eat  5-6 
times  per  day  and  thus  this  will  not  be  sufiBcient  even  if  the  food  is  given  to  the  infant  In 
many  cases,  the  child  will  receive  only  a  portion  of  the  food  because  it  will  be  shared  with 
other  members  of  the  family. 

FaOow  the  US  Example 

The  Supplemental  Program  for  Women,  Infants  and  Children  (WIC)  provides  processed 
fortified  infant  cereals  along  with  other  foods  for  infants  and  toddlers.  This  enables  families 
with  limited  finances  to  feed  their  children  foods  with  adequate  amounts  of  calories,  protein, 
and  micronutrients.  These  cereals  are  easily  fed  to  young  children  without  the  need  for 
cooking.  This  aspect  of  WIC  is  a  good  example  to  follow  in  the  US  Food  Aid  program. 
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How  can  Food  Aid  be  used  to  Improve  infant  feeding 

Food  aid  can  be  ured  to  provide  processed  cereals  especially  designed  for  infants  and 
toddlers  which  helps  target  their  use  to  those  most  at  risk.  The  production  of  processed 
foods,  using  donated  commodities  in  Title  11  or  through  monetization  of  foods  in  Title  III 
food  aid,  can  help  to  address  the  time  constraints  caretakers  face  in  adequately  feeding  their 
young  children.  Though  more  expensive  than  whole  grains,  these  foods  provide  the 
advantages  of  quick  and  easy  preparation,  often  without  cooking  (for  pre-cooked  cereals). 
Processing  may  enhance  the  bioavailability  of  certain  nutrients  (e.g.  iron)  and  improve 
nutrient  content  through  fortification. 

When  such  foods  are  made  with  local  products,  they  can  offer  employment  opportunities, 
and  provide  foods  that  are  culturally  appropriate.  When  foods  provided  by  a  supplementary 
feeding  program  are  not  the  same  as  those  used  by  the  general  population  for  infant  feeding, 
the  program's  long-term  impact  may  be  limited. 

In  non-emergency  situations,  sending  pre-mixed  processed  cereals  (such  as  corn-soy  blend) 
from  the  US  does  little  in  the  long  run  to  reduce  malnutrition  caused  by  poor  feeding 
practices.  When  food  aid  is  no  longer  available,  families  have  few  other  suitable  options  and 
will  not  have  learned  how  to  prepare  suitable  alternatives  for  their  children. 

While  the  processing  of  foods  by  either  large  or  small  scale  industry  adds  to  the  cost  of  the 
food,  this  needs  to  be  balanced  against  the  costs  of  fuel  and  water  needed  to  cook  foods 
within  the  households  and  the  time  demands  of  the  caretaker. 

Infant  cereals  are  already  available  in  markets  within  developing  countries  and  these  meet 
the  needs  of  urban  middle-income  populations  who  can  afford  to  purchase  necessary  food, 
water  and  equipment  for  their  cooking  and  storage.  However,  their  cost  may  be  prohibitive 
to  poor  families,  who  may  benefit  from  their  convenience  even  more.  The  high  cost  of 
processed  foods  may  also  cause  families  to  over  dilute  foods,  making  them  unsuitable. 
However  using  food  aid  as  a  means  of  reducing  the  cost  of  these  foods,  they  can  be  sold  in 
markets  or  through  health  clinics  at  a  price  within  the  reach  of  disadvantaged  families. 

The  following  section  discusses  examples  of  programs  that  use  food  aid  through  community- 
based  projects  or  through  the  commercial  food  industry. 
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Community-processed  weaning  foods 

A  project  in  Peru  that  used  donated  Title  11  foods  provided  to  community  kitchens  enabled 
the  local  production  of  infant  foods  by  women  volunteers  within  the  community  that  were 
then  sold  at  low  cost  to  families  in  the  community.  The  infant  foods  ("mazamorras"  and 
"papillas")  were  made  using  food  aid  and  thus  their  cost  was  low.  The  success  of  the  project 
in  improving  nutritional  status  of  the  young  children  illustrates  the  benefits  of  using  food 
aid  when  it  is  used  for  the  production  of  foods  specifically  for  young  children. 

Women  received  training  in  the  preparation  of  appropriate  complementary  foods  as  well  as 
information  on  the  quantity  and  quality  of  food  needed  per  ration  to  satisfy  a  child's 
nutritional  requirements.  Mothers  participated  in  a  two-day  motivational  course  on  the 
importance  of  child  nutrition  for  child  health.  The  evaluation  of  the  project  showed  that 
children  with  a  high  rate  of  participation  in  the  program  had  higher  energy  and  protein 
intakes  compared  to  the  low  participation  group  and  the  control  community  (CEPRED, 
1991).  This  program  has  now  been  expanded  to  numerous  community  kitchens  throughout 
other  parts  of  Lima. 

A  particular  benefit  is  that  rather  than  just  handing  out  foods  to  disadvantage  women,  the 
results  are  sustainable  even  after  the  food  aid  has  ended,  because  mothers  have  learned  how 
to  make  similar  foods  within  their  own  households.  Other  community  based  efforts  where 
mothers  have  made  special  infant  foods  for  their  children  have  taken  place  in  Thailand  and 
India. 

Commercially-processed  infant  foods 

In  recent  years  the  World  Food  Program  (WFP)  has  introduced  locally  produced  pre-cooked 
blended  foods  in  feeding  programs  in  Malawi,  El  Salvador,  Kenya,  and  several  other 
countries  (Dijkhuizen,  1993).  In  El  Salvador,  through  support  of  the  Worid  Bank,  the  WFP, 
and  the  Manoff  Group,  a  US  social  marketing  firm,  the  Ministry  of  Health  in  El  Salvador 
has  contracted  a  local  food  company  to  produce  an  infant  cereal  "Nutricereal"  using  local 
foods.  The  Government  of  El  Sah'ador  monetizes  the  food  aid,  and  then  uses  these  funds 
for  the  purchase  of  local  foods  and  for  the  processing  costs.  A  social  marketing  campaign 
will  work  in  conjunction  with  the  program  to  improve  feeding  practices  of  young  children. 
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In  Malawi,  four  local  production  units  based  in  hospitals  throughout  the  country  produce 
infant  foods  (Likuni  Phala)  in  addition  to  larger  industries  located  in  Lilongwe.  The  WFP 
facilitates  the  sustainability  of  these  operations  by  providing  a  market  for  the  infant  foods 
for  use  in  local  refugee  and  other  supplementary  feeding  programs.  This  assured  market 
helps  provide  the  incentive  and  capital  needed  to  develop  the  infant  foods  that  could  then 
also  be  distributed  through  health  centers  and  sold  through  in  the  local  market. 

With  funding  from  the  U.S.  Agency  for  International  Development  (USAID),  CARE  used 
food  aid  to  develop  a  processed  food,  in  Sri  Lanka  in  1979  and  expanded  in  1991  to 
accommodate  the  use  of  more  local  commodities.  This  food,  known  as  Thriposha  is  a  blend 
of  com  soy,  vitamins,  and  minerals.  The  program  was  developed  by  USAID,  CARE,  and 
the  Sri  Lanka  Ministry  of  Health.  Since  1992,  it  is  a  totally  indigenous  operation,  managed 
by  the  Ministry  of  Health  with  Ceylon  Tobacco  Company  Services. 

Thriposha  is  promoted  as  a  nutrition  supplement  targeted  for  pregnant  and  lactating  women 
and  children  between  6  months  and  5  years  of  age  who  are  malnourished.  Approximately 
86%  of  the  beneficiaries  receive  Thriposha  through  the  Ministry  of  Health  network  with  over 
4,500  distribution  sites.  Other  beneQciaries  are  reached  through  day  care  centers  at  tea 
estates  and  programs  operated  by  non-governmental  organizations.  Out  of  480,000  children 
under  5  who  receive  Thriposha,  an  estimated  54%  are  under  the  age  of  2  years.  Each  child 
receives  1500  grams  of  Thriposha  per  month  (50  grams  per  day)  which  meet  100%  of  the 
child's  mineral  and  vitamin  requirements,  50%  of  protein  requirements,  and  25%  of  caloric 
requirements. 

A  1982  evaluation  of  the  project,  illustrated  that  the  incidence  of  malnutrition  was  less 
among  those  who  had  participated  in  the  program  for  a  longer  duration.  CARE  (1991),  in 
its  final  repxart  after  a  nearly  20  year  association  with  the  project,  identified  factors  to  ensure 
the  program's  success.  They  include  a  dependable  supply  of  local  commodities,  adequate 
storage  facilities,  timely  distribution,  quality  control,  a  strong  education  component  for 
mothers  and  staff,  on-going  monitoring  of  nutritional  status  of  beneficiaries,  and  motivation 
of  health  workers. 

A  project  supported  by  the  U.S.  Agency  for  International  Development  is  now  underway  in 
Lagos,  Nigeria,  to  market  crushed  j)iscuits  as  a  low-cost,  nutritious  infant  food.  The  biscuits 
are  prepared  by  a  local  industry.  Packets,  sufficient  for  1  to  2  servings,  will  be  distributed 
through  traditional  market  channels. 
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Concerns  in  working  with  industry 

Important  concerns  for  all  processed  foods  are  methods  of  storage,  distribution,  and  shelf 
life  in  order  that  spoilage  does  not  occur.  The  expertise  that  industry  heis  can  be  extremely 
useful  in  the  production  of  infant  foods.  However,  violations  against  the  WHO/UNICEF 
International  Code  of  Marketing  of  Breastmilk  Substitutes  by  numerous  infant  formula 
manufacturers  that  also  produce  infant  foods  continue  to  be  cited  (IBFAN,  1991).  Given 
this  exjjerience,  many  child  health  advocates  dismiss  the  possibility  of  collaborating  with 
industry.  On  the  other  hand,  others  note  the  positive  role  that  industry  has  played  in 
providing  vaccines,  micronutrients,  oral  rehydration  salts,  and  contraceptives.  Some  believe 
however  that  "there  can  be  no  final  solution  to  the  problems  of  infant  and  young  child 
feeding  in  the  LDCs  to  which  industry  will  not  make  large  inputs  from  the  application  of 
industrially-based  technologies"  (Sai,  1991). 

Richard  Manoff,  a  pioneer  in  social  marketing,  has  proposed  that  governments  license 
selected  manufacturers  to  produce  a  fortified  food  in  accordance  with  prescribed  standards. 
Governments,  in  turn,  would  give  their  seal  of  approval  to  the  product  and  provide  media 
advertising  at  no  cost  to  the  producers  (Manoff,  1993). 
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Recommendations 

In  the  past,  commercial  ventures  have  not  been  able  to  produce  foods  at  costs  low  enough 
for  disadvantaged  families.  A  major  issue  that  needs  to  be  explored  is  how  commercial 
industry  ventures  can  be  affordable  when  food  aid  is  discontinued.  This  is  a  needed 
component  to  assure  sustainability.  Some  ideas  for  this  include  marketing  the  same  products 
to  middle  classes  but  with  lower  cost  packaging  for  purchase  by  those  with  limited  resources. 

In  order  to  expand  programs  such  as  those  described  above,  we  need  to  learn  how  such 
programs  work,  and  how  they  can  be  replicated  in  a  way  that  will  eventually  lead  to  their 
sustainability.  USAID  needs  to  take  a  more  pro-active  role  in  encouraging  innovative  uses 
of  food  aid  and  in  helping  governments  in  the  implementation  of  new  activities  that  will  have 
greater  impacts  on  nutritional  status  and  that  will  be  more  sustainable  in  the  future  when 
food  aid  is  reduced  or  discontinued. 

■  Information  on  these  programs  needs  to  be  compiled  and  disseminated  to 
governments  in  developing  countries  and  to  NGOs  working  there. 

B  For  non-emergency  situations,  local  processing  of  infant  cereals  rather  than 
export,  of  pre-processed  blended  foods  should  become  the  normal  practice. 

■  Since  infant  foods  provide  a  substantial  portion  of  the  child's  diet,  they  need 
to  be  fortified  with  vitamins  and  minerals,  and  USAID  should  ensure  the 
appropriate  fortification  of  its  food  aid  products. 

■  Technical  assistance  is  needed  to  develop  the  capability  of  community  groups 
or  local  industries  to  produce  and  effectively  market  infant  foods. 

Bi  USAID  in  conjunction  with  WHO/FAO  should  take  the  lead  in  developing 
guidelines  for  working  with  the  food  industry  on  the  production  of  infant 
cereals,  in  order  to  maximize  their  impacts  while  encouraging  appropriate 
marketing  practices. 

■  USAID  needs  to  enhance  its  technical  capabilities  in  nutrition  and  in  food 
processing  to  enable  these  recommendations  to  be  attained. 
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There  is  now  convincing  scientific  evidence  that  good  nutrition  contributes  to 
sustainable  econoniic  development  and  poor  nutrition  hinders  it.'  For  example,  nutritional 
status  influences  intelligence  and  worker  productivity  at  physical  tasks,  both  important  factors 
of  production.   In  other  words,  good  nutrition  is  an  input  to  economic  development,  not  just 
an  outcome  from  it. 

We  have  been  concerned  about  how  to  effectively  communicate  this  message  and  the 
scientific  findings  behind  it  to  senior  policy-makers  in  developing  countries.   During  the  last 
two  years,  we  have  developed  an  interactive,^  computer-graphics  model  to  do  just  that.   This 
model,  called  PROFILES,  was  supported  by  the  U.S.  Agency  for  International  Development, 
Office  of  Nutrition.   It  has  been  very  successful.   For  example,  UNICEF  has  supported  its 
application  in  Bangladesh,'  a  country  with  severe  development  problems  that  are  linked  to 
nutrition  problems. 

Today,  I  will  present  some  of  the  data  and  graphs  that  were  used  in  Bangladesh  to 
show  cabinet  secretaries  how  investments  in  nutrition  could  contribute  to  the  sustainable 
economic  development  of  that  country.   For  those  not  familiar  with  the  situation  in 
Bangladesh,  it  is  populous  -  115  million  people,  very  poor  ~  about  $220  annual  per  capita 
income,  and  profoundly  malnourished  -  90%  of  the  children  are  underweight,  70%  of  all 
people  are  iron  deficient,  and  about  50%  are  iodine  deficient. 

Figures  1  through  6  are  taken  from  a  PROFILES  presentation  of  the  benefits  and 
costs  of  a  particular  nutrition  program  aimed  at  improving  the  nutrition  of  mothers  and  young 
children  in  Bangladesh  by  providing  an  integrated  program  of  food,  education  and  services  to 
village  mothers.   The  object  of  this  presentation  was  to  convince  government  officials  to 
seriously  consider  investing  in  this  program  in  cooperation  with  the  World  Bank.   The  six 


*  For  example,  see  reviews  by  Behrman  (Behiman,  J.R.  1992.  "The  Economic  Rationale  for  Investing  in 
NutritioD  in  Developing  Countries."  Washington,  D.C.,  U.S.  Agency  for  International  Development.)  and  by  Spurr 
(SpiUT,  G.B.  1983.  Nutritional  status  and  physical  work  capacity.  Yearbook  of  Physical  Anthropology,  26:  1-35.) 

'  The  model  is  interactive  in  the  sense  that  users  can  modify  assumptions  and  immediately  see  the  effect  of  these 
modifications  in  the  graphical  presentations. 

*  (1)  Burkhalter,  6.R.  1993.  'Nutrition,  health,  demographic  and  economic  models  used  in  Profiles<l)- 
Bangladesh.  Washington,  D.C.:  Acaxiemy  for  Educational  Development.  (2)  Burkhalter,  B.R.,  Abel,  E.  and 
Parlato,  M.B.  'The  structure  and  models  used  in  Profiles  2.0  with  application  to  Bangladesh.'  Washington,  D.C.: 
Academy  for  Educational  Development,  (forthcoming) 
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figures  attached  to  the  wiittoi  testimony  differ  markedly  in  appearance  to  the  computer 
presentation.   The  computer  presentation  is  in  color,  not  black-and-white;  it  is  dynamic  so 
that  graphs  sometimes  appear  as  a  moving  point  through  time;  many  of  the  graphs  are 
accompanied  by  audio  tones;  and  it  provides  a  comprehensive  explanation  of  the  problem  and 
program  that  includes  photographs  and  other  images. 

Figure  1  makes  the  point  that  the  nutrition  situation  in  Bangladesh  is  not  just  bad,  but 
deteriorating.   It  shows  that  the  average  height  of  ten  year  old  Bangladeshi  boys  dropped 
steadily  between  1937  and  1982.   By  1992,  the  Bangladesh  National  Nutrition  Survey 
showed  that  88%  of  the  children  under  five  years  of  age  were  stunted.*  This  graph,  along 
with  other  data  on  the  deterioration  of  nutritional  status  in  Bangladesh,  appears  early  i  the 
presentation  and  was  very  successful  in  gaining  the  attention  of  viewers. 

Figure  2  shows  that  stunting  is  not  temporary;  it  is  a  permanent  condition  from  which 
children  rarely  recuperate.   Data  ft-om  other  countries  confirm  this  observation.'  This  point 
is  important  because  it  shows  that  efforts  to  reduce  stunting  should  be  aimed  at  children 
under  two  years  of  age. 

Figure  3  goes  to  the  heart  of  the  message.    Several  studies  have  found  that  workers 
with  low  nutritional  status  are  not  as  productive,  on  average,  as  workers  of  normal  weight 
and  height.*  One  of  these  studies^  found  a  direct  linear  relationship  between  the  height  of 
Philippine  laborers  and  how  much  work  they  did  per  day.    One  percent  less  height  meant 
1.38%  less  production.   This  finding  was  applied  to  Bangladeshi  workers.   The  result  is 
shown  in  figure  3.   It  gives,  for  each  year  from  1993  to  2003,  the  monetary  value  in  millions 
of  dollars  of  the  lost  productivity  that  would  be  recaptured  by  the  proposed  program  because 


*  Stunting  means  low  height-for-age  compared  to  a  healthy,  well-nourished  population.  It  is  widely  used 
indicator  of  long-term  undernutrition. 

'  Martorell,  R.  1990.  "Importance  of  childhood  retardation  for  adult  body  size. "  Stanford,  CA:  Stanford 
University. 

'  (1)  Deolalikar,  A.B.  1988.  Nutrition  and  labor  productivity  in  agriculture:  estimates  for  rural  South  India. 
Review  of  Economics  and  Statistics,  70(3):  406-*13.  (2)  Haddad.  L.  and  Bouis,  H.E.  1989.  The  impact  of 
nutritional  status  on  agricultural  productivity:  wage  evidence  from  the  Philippines.  Washington,  D.C.:IFPRI.  (3) 
Satyanarayana,  D.,  et.al.  1977.  Body  size  and  work  output.  The  American  Journal  of  Clinical  Nutrition.  30:  322- 
325.  (4)  Spurr,  G.B.,  Barac-Nieto,  M.  and  Maksud,  M.G.  1977.  Efficiency  and  daily  work  effort  in  sugar  cane 
cutters.  British  Journal  of  Industrial  Medicine,  34:  137-141. 

'  Haddad  and  Bouis.  1989.  op.dt. 
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it  would  reduce  stunting.'  The  graph  assumes  a  standard  discounting  calculation  using  a  3% 
discount  rate,  current  unemployment  and  wage  rates,  UN  population  projections,  and  a 
gradual  reduction  in  the  prevalence  of  stimting  from  90%  to  60%  over  ten  years  due  to  the 
program. 

Similar  estimates  can  be  made  for  iron  deficiency  and  iodine  deficiency.   Figure  4 
shows  the  potential  productivity  gains  that  the  program  could  achieve  by  reducing  iron 
deficiency  in  mothers.    Various  studies  have  demonstrated  that  the  productivity  of  iron 
deficient  workers  can  be  increased  substantially  through  iron  supplementation.'  We  estimate 
that  in  Bangladesh,  where  iron  deficiency  is  quite  severe,  productivity  could  be  increased 
about  25%  in  the  iron  deficient  mothers.   Note  that  in  many  developing  countries,  such  as 
Bangladesh,  women  (including  during  pregnancy)  perform  physical  labor  in  the  fields,  and  in 
addition,  their  capacity  to  perform  their  mothering  function  successfully  (e.g.,  breastfeeding, 
carrying  water,  preparing  food,  caring  for  sick  children)  depends  on  energy  levels  that  are 
compromised  when  they  are  iron  deficient.   Unlike  stunting,  iron  deficiency  is  not 
permanent.   Therefore,  this  graph  reflects  current  productivity  of  today's  workers,  not 
discounted  future  productivity.'" 

Iodine  deficiency  during  pregnancy  leads  to  less  intelligent  children,  which  in  turn 
leads  to  lower  productivity  later  in  life.   Approximately  13%  of  all  children  bom  to  iodine 
deficient  women  are  mentally  impaired."   Further,  evidence  is  now  emerging  that  the  entire 


'  The  estimate  for  each  year  in  figure  3  is  the  discounted  value  of  the  difference  in  lifetime  earnings  that  would 
be  potentially  recaptured  by  the  program  as  a  result  of  the  reduction  in  the  prevalence  of  stunting  among  two  year 
olds  in  that  year.    It  is  not  an  estimate  of  the  effect  of  the  program  on  GNP. 

'  (1)  Basta,  S.S.  et.aL  1979.  Iron  deficiency  anemia  and  the  productivity  of  adult  males  in  Indonesia.  The 
American  Journal  of  Clinical  Nutrition,  32:  916-925.  (2)  Scrimshaw,  N.S.  1984.  Functional  consequences  of  iron 
deficiency  in  human  populations.  Journal  of  Nutritional  Sciences  and  Vitaminology,  30:  47-63 .  (3)  Sudhardo.  1986. 
"The  effect  of  iron  interventioa  on  work  productivity  of  tea  pickers.'  Bogor,  Indonesia:  Bogor  Agricultural 
University. 

"  The  estimates  for  each  year  in  figure  4  assume  current  unemployment  and  wage  rates,  UN  population 
projections,  and  a  gradual  reduction  in  the  prevalence  of  iron  deficiency  in  women  from  74%  to  39%  over  ten  years 
due  to  the  program. 

"  Clugston,  G.A.  et.al.  1987.  Iodine  deficiency  disorders  in  southeast  Asia.  In:  Hetzel,  B.S.,  Dunn,  J.T.  and 
Stanbury,  J.B.  (eds).  The  Prevention  and  Control  of  Iodine  Deficiency  Disorders.  Elsevier  Science  Publishers  B.V. 
pp273. 
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IQ  distribution  may  drop  about  ten  IQ  points  in  some  iodine  deficient  populations.*^  This 
suggests  that  all  babies  bom  to  iodine  deficient  women  are  less  intelligent  than  they  would 
have  been  had  their  mothen  not  been  iodine  deficient.   Figure  5  estimates  the  discounted 
value  of  future  lost  productivity  that  the  program  could  recapture  by  reducing  iodine 
deficiency." 

The  final  graph  shows  the  result  when  all  three  graphs  are  added  together  -  over  S 
biUion  dollars  in  potential  productivity  increases  due  to  the  reduction  in  stunting,  iron 
deficiency  and  iodine  deficiency.  This  is  over  the  first  ten  years  of  the  program. 

This  particular  nutrition  program  aimed  at  mothers  and  young  children  is  likely  to 
bring  about  other  benefits,  including  reductions  in  mortality,  sickness  and  fertility,  and  these 
can  also  be  effectively  communicated  with  the  PROFILES  model.   However,  that  is  not  the 
objective  of  this  presentation.   My  objective  has  two  points.   First,  nutrition  influences 
intelligence  and  productivity,  and  the  magnitude  of  that  influence  is  sufficient  to  conclude 
that  nutrition  can  contribute  to  sustainable  economic  development.   Second,  an  interactive 
computer-graphics  model  such  as  PROFILES  appears  to  be  an  effective  way  to  communicate 
this  message  to  senior  policy-makers  in  developing  countries. 


(Attachments  follow:) 


'^  Boyages,  S.C.  et.oL  1989.  Iodine  deRciency  impairs  intellectual  and  neuromotor  development  in  apparently- 
normal  persons:  a  study  of  niral  inhabitants  of  north-central  China.  The  Medical  Journal  of  Australia,  150:676-682. 

**  The  estimates  for  the  value  of  the  lost  productivity  due  to  iodine  deficiency  assume  that  cretins  (3.S  %  of  all 
births  to  iodine  deficient  women)  lose  all  of  their  productivity,  and  other  mentally  impaired  children  (9.5%  of  all 
births  to  iodine  deficient  women)  lose  25  %  of  their  productivity  due  to  their  lower  intelligence.  Figure  5  is  based 
on  assumptions  similar  to  diose  for  stunting,  namely,  standard  discounting  procedure  at  3  %  to  reflect  the  present 
value  at  birth  of  a  lifetime  of  lost  wages,  current  unemployment  and  wage  rates,  UN  population  projections,  and 
a  gradual  reduction  of  18  percentage  points  in  the  prevalence  of  iodine  deficiency  over  ten  years  due  to  the  program. 
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Gains  from  Reduced  Stunting 
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Gains  from  Reduced  Iron  Deficiency 
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Gains  from  Reduced  Iodine  Deficiency 
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REVIEW  OF  SUSTAINABLE  DEVELOPMENT  AC- 
TIVITIES IN  U.S.  FOREIGN  ASSISTANCE 
PROGRAMS 


WEDNESDAY,  MARCH  2,  1994 

House  of  Representatives, 
Subcommittee  on  Foreign  Agriculture  and  Hunger, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:30  a.m.,  in  room 
1302,  Longworth  House  OfTice  Building,  Hon.  Timothy  J.  Penny 
(chairman  of  the  subcommittee)  presiding. 

Staff  present:  Glenda  L.  Temple,  clerk;  Jane  Shey  and  Lynn 
Gallagher. 

OPENING  STATEMENT  OF  HON.  TIMOTHY  J.  PENNY,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MIN- 
NESOTA 

Mr.  Penny.  The  subcommittee  will  come  to  order. 

I  want  to  welcome  everyone  to  our  second  day  of  hearings.  The 
subject  is  sustainable  development  with  respect  U.S.  foreign  assist- 
ance programs.  We  have  with  us  today  another  series  of  distin- 
guished panelists,  those  from  the  administration  as  well  as  from 
land-grant  universities  and  other  voluntary  and  State  organiza- 
tions. 

As  we  were  reminded  during  yesterday's  hearing,  the  world  food 
security  situation  remains  very  grim.  While  the  world's  population 
continues  to  rise,  food  production  and  economic  development  be- 
comes evermore  critical.  The  subcommittee  is  interested  in  explor- 
ing innovative  approaches  to  addressing  these  problems  and  learn- 
ing about  any  successful  U.S.  Government  programs  that  are  cur- 
rently on  the  ground  to  deal  with  food  security,  agricultural  pro- 
duction, and  economic  development  in  the  Third  World. 

At  this  point,  I'd  like  to  call  forward  our  first  panel,  who  will  in- 
clude Don  Cohen,  president  of  Volunteers  in  Overseas  Cooperative 
Assistance,  and  James  Heme,  regional  director.  Central  Europe 
and  West  Africa,  for  TechnoServe,  Inc.  If  we  could  have  those  two 
individuals  come  forward,  we  look  forward  to  their  testimony. 

Please  proceed,  if  you  would,  Mr.  Cohen. 

STATEMENT  OF  DONALD  D.  COHEN,  PRESIDENT,  VOLUNTEERS 
IN  OVERSEAS  COOPERATIVE  ASSISTANCE 

Mr.  Cohen.  Thank  you,  Mr.  Chairman.  I  am  delighted  to  appear 
before  this  subcommittee  which  has  been  in  the  forefront  in  advo- 
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eating  and  putting  into  place  legislation  supporting  volunteer  tech- 
nical assistance  programs. 

Although  VOCA  volunteers  have  worked  for  the  past  23  years  at 
all  technical  levels,  we  are  known  throughout  the  world  as  the 
farmer-to-farmer  program,  thanks  to  the  vision,  leadership,  and 
support  of  the  Congress,  particularly  this  subcommittee. 

In  my  prepared  remarks,  I  have  tried  to  address  the  centrality 
of  agriculture  to  sustainable  development  and  my  concern  over  the 
deemphasis  of  this  vital  sector  by  the  donor  community.  In  my  oral 
remarks,  I  would  like  to  emphasize  the  importance  of  technical  as- 
sistance which  is  demand-driven,  responds  to  local  needs,  and 
helps  build  community-based  indigenous  institutions.  It  works,  and 
it  works  quite  well.  It  must  be  a  major  component  of  assistance 
programs  designed  to  achieve  sustainable  development. 

When  a  benefiting  organization,  be  it  an  individual  farmer,  a 
farmer  association,  or  an  agro-industry,  has  identified  the  problem 
and  has  assumed  responsibility  for  seeking  assistance,  you  have 
the  kind  of  institutional  commitment  that  maximizes  the  effective 
use  of  that  assistance.  When  you  partner  that  organization  with  a 
volunteer  expert  who  brings  his  or  her  own  very  special  commit- 
ment to  finding  an  effective  solution  to  the  problem,  you  have  a 
very  powerful  tool  for  accomplishing  sustainable  change. 

VOCA's  program  in  Central  and  Eastern  Europe  was  recently 
evaluated  by  a  team  of  external  evaluators.  I  would  like  to  share 
with  you  some  of  the  conclusions  of  this  evaluation,  because  they 
provide  independent  support  of  the  points  I'm  trying  to  make.  My 
purpose  is  not  to  try  to  praise  VOCA.  I  feel  that  the  conclusions 
of  the  evaluation  are  broadly  applicable  to  technical  assistance  pro- 
grams that  work  at  the  local  level  with  small-scale  private  and 
community  organizations  and  address  the  needs  identified  by  those 
organizations. 

The  evaluation  found  that  VOCA's  work  in  these  countries  had 
a  demonstrable  positive  impact  on  the  clients  they  served.  Quantifi- 
able and  qualitative  changes  were  noted  in  the  operations  of  nearly 
all  businesses,  organizations,  and  institutions  which  VOCA  volun- 
teers assisted.  In  the  overwhelming  number  of  cases,  VOCA  volun- 
teers' recommendations  were  found  .;o  be  relevant  to  the  clients' 
needs  and  important  to  the  growth  and  development  of  their  oper- 
ations. 

The  evaluation  documented  cases  where  VOCA's  clients  served 
as  free  enterprise  models  for  other  businesses  and  organizations 
stimulating  competition  among  other  enterprises  undergoing  trans- 
formation. 

I  do  not  want,  however,  to  leave  the  impression  that  technical  as- 
sistance is  always  a  sufficient  answer.  It  is  evident  that  shortages 
of  even  relatively  small  amounts  of  credit  for  working  capital  or 
new  investments  limit  the  effectiveness  of  technical  assistance. 

It  is  also  important  to  think  of  sustainability  in  a  political  con- 
text. By  working  with  private  change  agents,  community  leaders, 
entrepreneurs,  or  farmer  association  leaders,  and  responding  to 
their  needs,  technical  assistance  can  play  a  vital  role  in  supporting 
the  democratic  change.  Democracy  needs  roots  in  a  civil  society  of 
institutions  and  associations  that  represent  people's  interests  and 
help  meet  people's  needs.  Sustained  development  will  not  happen 
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unless  people  participate  directly  in  the  decisions  affecting  their 
own  economic  destiny.  VOCA's  volunteers  come  from  this  demo- 
cratic environment  and  help  implant  it  in  the  organizations  with 
which  they  work. 

VOCA  has  only  recently  begun  its  program  in  the  NIS.  The  his- 
tory of  communism  in  these  countries  is  twice  as  long  as  it  is  in 
Eastern  Europe,  and  the  footprint  of  Communist  economic  policies 
and  institutions  was  much  broader  and  heavier.  The  private  farmer 
or  businessman  in  the  rural  areas  faces  price  controls,  rationing  of 
inputs,  a  serious  lack  of  credit,  insecure  land  titles,  and  a  resist- 
ance to  change  by  the  agro-industrial  complex. 

In  spite  of  these  and  many  more  impediments  to  entrepreneur- 
ship,  there  is  strong  evidence  that  a  private  market  system  is 
emerging  in  the  countryside.  There  are  now  over  275,000  private 
commercial  farmers  in  Russia  involved  in  every  aspect  of  agricul- 
tural production,  processing,  and  marketing.  Farmer-owned  enter- 
prises and  cooperative  associations  are  being  created  as  the  answer 
to  farmer  inputs,  supplies,  storage,  processing,  and  marketing  prob- 
lems. 

The  risk  these  entrepreneurs  are  taking  needs  to  be  recognized 
and  supported.  Building  a  market  economy  in  the  NIS  will  not  be 
easy.  Building  the  local  community  organizations  to  represent  the 
needs  of  the  rural  populations  will  not  be  easy.  But,  both  must  be 
done  if  democracy  is  to  have  a  chance  in  these  countries. 

I  would  like  to  conclude  my  remarks  by  putting  a  human  context 
to  the  points  that  I've  been  trying  to  make.  I  want  to  tell  you  about 
Charlie  Overstreet  from  Greeley,  Colorado.  Charlie  is  a  big,  strap- 
ping man  who  has  spent  most  of  his  adult  life  in  the  meatpacking 
business.  A  little  over  a  year  ago,  he  volunteered  to  go  to 
Kazakhstan  to  help  the  Kazak  farmers  develop  their  cattle  indus- 
try. 

Charlie  spent  many  days  in  the  field  working  side  by  side  with 
Kazak  farmers.  One  particular  day,  Charlie  was  invited  to  join  a 
Kazak  family  for  dinner.  As  is  the  custom  in  the  area,  the  men  had 
dinner  alone,  but  the  women  of  the  family  joined  the  men  for  tea 
after  dinner.  The  farmer's  wife  told  Charlie  Overstreet  that  she 
never  believed  she  would  meet  an  American.  It  was  beyond  her 
wildest  dreams  that  she  would  watch  an  American  working  side  by 
side  with  her  husband  and  being  so  generous  and  kind  to  her  chil- 
dren. 

She  then  turned  to  her  husband,  who  nodded.  She  took  off  her 
wedding  ring  and  said,  "You  have  done  more  in  1  day  to  help  us 
than  the  Soviets  did  in  40  years,"  and  she  gave  Charlie  Overstreet 
her  wedding  ring.  To  this  day,  Charlie  wears  that  ring  on  a  chain 
around  his  neck. 

In  Moldova,  the  director  of  a  collective,  Mr.  Tudor  Lupasko,  had 
this  wild  idea  that  he  wanted  to  turn  the  collective  into  an  eco- 
nomically viable  enterprise  while  still  providing  social  services  to 
its  members,  so  he  asked  VOCA  volunteers  to  help  him  establish 
a  privatization  plan.  Among  the  volunteers  was  Jim  Cravey  from 
Montgomery,  Alabama.  Jim  is  a  commodity  department  director 
with  a  farmers  association  in  Alabama.  He  assisted  the  collective 
to  set  up  a  profit  and  dividend  distribution  plan,  a  stock  option 
plan  tailored  to  Moldovan  situations,  and  a  board  of  directors. 
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This  past  January,  Mr.  Lupasko  called  a  meeting  of  the  collec- 
tive. Seven  hundred  members  showed  up.  The  meeting  started  off 
very  ugly,  with  the  members  shouting  and  screaming  at  Lupasko 
that  he  had  caught  "an  American  disease"  of  privatization  and  it 
would  ruin  them  all.  They  even  talked  about  firing  him  as  director. 
But  by  the  end  of  the  meeting,  which  lasted  10  hours,  95  percent 
of  the  members  voted  to  continue  the  privatization  process  and 
voted  to  continue  Mr.  Lupasko  as  director  of  the  collective  for  "the 
next  25  years." 

When  we  asked  him  how  he  turned  the  members  around,  he  said 
that  he  had  4  pages  of  detailed  notes  gathered  from  his  meetings 
with  VOCA  volunteers.  Because  of  that,  he  was  able  to  provide  con- 
crete answers  to  the  issues  that  were  raised  by  the  700  members. 

Today  the  collective  is  still  going  forward  with  privatization,  and 
Mr.  Lupasko  is  still  the  director  for  "the  next  25  years."  However, 
he  can  now  be  seen  on  national  TV  running  for  parliament  on  a 
proprivatization  platform. 

Mr.  Chairman,  these  are  more  than  selective  anecdotes.  They  are 
truly  representative  of  how  a  people-to-people  approach  can  help 
create  foundations  for  sustainable  development. 

VOCA  and  other  U.S.  organizations  working  at  the  local  level,  re- 
sponding to  local  needs,  can  help  those  willing  to  take  the  risks  to 
make  a  difference.  This  contributes  directly  to  the  development  of 
a  sustainable  market  economy  and  continued  democratization.  To 
do  so,  we  need  support.  This  is  a  long-term  process.  We  are  pre- 
pared to  make  that  long-term  commitment  to  the  effort. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Cohen  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you,  Don.  Next,  Mr.  Heme. 

STATEMENT  OF  JAMES  G.  HERNE,  REGIONAL  DIRECTOR, 
CENTRAL  EUROPE  &  WEST  AFRICA,  TECHNOSERVE,  INC. 

Mr.  Herne.  Mr.  Chairman,  thank  you  very  much  for  this  oppor- 
tunity to  speak  to  the  subcommittee  regarding  the  use  of  non- 
emergency food  aid  for  sustainable  development  activities.  Fd  like 
to  share  with  you  our  experience  in  the  use  of  nonemergency  food 
aid,  and  hopefully  this  can  contribute  to  a  design  of  better  pro- 
grams to  use  this  food  aid  for  sustainable  development  and  food  se- 
curity in  the  developing  world. 

TechnoServe,  as  you  perhaps  know,  is  a  United  States  private 
voluntary  agency  that  works  to  establish  local  farmer-owned  and 
farmer-operated  enterprises  in  the  rural  areas  of  Africa  and  Latin 
America.  We  provide  technical  assistance  to  these  enterprises  so 
the  farmer-owners  can  successfully  operate  them  and  create  their 
own  wealth  based  on  economic  activities  in  their  communities. 

Assistance  is  usually  provided  by  our  country  program  offices, 
which  maintain  a  professional  staff  of  mostly  host  country  national 
employees.  We  presently  operate  in  12  countries  in  Africa  and 
Latin  America,  and  we  have  a  project  underway  in  rural  Poland 
also. 

Traditionally,  TechnoServe  has  not  been  involved  in  food  aid  in 
any  way,  but  in  1991  we  initiated  a  unique  project  in  Ghana  which 
is  establishing  a  local  currency  endowment  fund  for  our  Ghana  pro- 
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gram.  Over  the  past  3  years,  we've  imported  over  20,000  tons  of 
title  II  wheat  and  sold  that  wheat  via  local  commercial  channels 
to  private  wheat  millers  and  used  the  monetization  proceeds  to 
capitalize  this  trust  fund. 

The  trust  fund  is  a  local  legal  entity  which  was  established  by 
TechnoServe  and  is  operated  separately  from  our  ongoing  program 
of  assistance  to  rural  enterprises.  The  funds  from  the  trust  have 
been  invested  in  local  financial  markets  to  preserve,  as  much  as 
possible,  the  value  of  the  trust  fund,  and  that  has  been  somewhat 
successful. 

Now,  how  does  this  trust  contribute  to  food  security  in  Ghana? 
We  believe  it  has  a  direct  impact  on  food  security  by  providing  a 
stable  financial  resource  base  for  our  program  of  operations  in 
Ghana.  We  use  the  trust  fund  in  various  ways.  Among  them,  we 
would  count  financial  support  for  operations  of  our  program  of  as- 
sistance, we've  used  funds  from  the  trust  to  purchase  capital  equip- 
ment, we've  paid  for  training  opportunities  for  both  our  own  profes- 
sional staff  and  for  the  staff  of  businesses  we  work  with,  and  the 
trust  fund  has  been  used  as  a  venture  capital  source  and  for  loan 
guarantees  for  some  of  the  enterprises  we  assist.  All  of  these  oper- 
ations are  guided  by  an  extensive  operations  manual  which  we've 
developed  over  the  past  3  years  for  the  prudent  management  of 
this  fund. 

To  give  you  an  example  of  some  of  the  activities  that  we've  un- 
dertaken in  Ghana,  I  would  say  that  we've  focused  on  three  broad 
sectors  in  the  country.  The  first  among  those  is  palm  oil  production 
for  local  consumption,  second  is  grain  storage  and  marketing  enter- 
prises, and  third  would  be  the  development  of  nontraditional  export 
crops.  In  each  of  these  sectors,  our  goal  is  to  help  rural  people  es- 
tablish viable  enterprises  which  will  mobilize  local  financial  re- 
sources for  investment  in  their  community,  which  will  process  and 
market  local  agricultural  products  and  increase  the  income  for  com- 
munity members,  and  which  will  provide  new  off-farm  jobs  and  in- 
comes for  residents  in  the  rural  areas.  We  believe  that  all  of  these 
effects  contribute  to  increased  food  security  in  Ghana  and  the  other 
countries  where  we  operate. 

I  think  our  impact  in  Ghana  has  been  quite  significant.  In  our 
report  regarding  the  trust  fund  to  the  AID  mission  in  Ghana,  we've 
cited  the  following  impacts  during  1993  from  our  program:  We've 
seen  increased  farmer  incomes  of  over  $300,000;  additional  enter- 
prise revenues  of  approximately  $350,000;  new  value  added  to 
farmer  crops  of  approximately  $80,000;  the  creation  of  650  new  jobs 
in  the  rural  areas;  and  the  mobilization  of  $40,000  of  farmer  funds 
for  equity  investment  in  these  enterprises.  The  trust  has  also  en- 
abled the  Ghana  program  to  develop  new  projects  which  leverage 
funds  from  the  Ghana  Government,  other  aid  resources,  and  our 
traditional  private  funding  sources. 

Based  on  our  experience,  I  think  we  can  offer  you  some  pros  and 
cons  of  this  type  of  use  of  Public  Law  480  resources.  We've  re- 
garded this  project  as  very  successful,  and  we  would  cite  the  follow- 
ing as  achievements  during  the  period:  We  have  successfully  estab- 
lished a  local  currency  trust  fund;  we've  developed  guidelines  and 
policies  for  the  use  of  that  fund;  we  have  used  local  investments 
to  preserve,  to  a  certain  extent,  the  value  of  the  fund;  the  fund  has 
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leveraged  other  resources  for  our  program  in  Ghana;  and  the  fund 
is  contributing  to  food  security  and  sustainable  development. 

On  the  negative  side,  I  think  we've  found  that  the  local  currency 
fund  has  not  maintained  its  value  because  of  devaluations.  Ghana 
recently  devalued  its  currency  by  about  50  percent,  which  had  a 
fairly  important  negative  impact.  We've  also  run  into  the  problem 
of  competing  with  the  export  enhancement  program  of  the  USDA, 
which  has  lowered  the  price  at  which  we  can  sell  the  wheat  that 
we  import,  and  we  believe  that  in  the  future  we  would  need  larger, 
more  sustainable  shipments  to  make  this  trust  fund  viable  over  the 
longer  term. 

I  think  that  summarizes  our  experience  with  nonemergency  food 
aid,  and  I  would  say  our  experience  is  quite  positive,  and  we  have, 
I  think,  a  unique  and  innovative  approach  to  using  that  food  aid. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Heme  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you. 

Don,  how  many  VOCA  projects  benefit  from  the  monetization  of 
Public  Law  480  commodities? 

Mr.  Cohen.  I  can't  quantify  that  exactly,  but  as  a  result  of  the 
monetization  of  the  commodities — for  example,  the  joint  commis- 
sion in  Poland  had  a  fund  which  was  available  for  credit,  and  about 
four  or  five  Polish  agribusinesses,  which  we  assisted,  were  able  to 
get  funds  from  that  particular  mechanism. 

Mr.  Penny.  Is  the  purpose  toward  which  those  funds  were  ap- 
plied— was  it  a  variety  of  activities,  or  was  it  strictly  related  to 
credit  for  entrepreneurs?  Is  there  any  pattern  as  to  how  the  money 
was  used,  what  sorts  of  projects  the  monetization  funds  financed? 

Mr.  Cohen.  The  fund  itself? 

Mr.  Penny.  Yes. 

Mr.  Cohen.  The  fund  itself  was  used  both  for  humanitarian  and 
development  purposes.  It  was  used  for  schools,  it  was  used  for  hos- 
pitals, it  was  used  for  water  supply  systems,  and  it  was  used  for 
providing  credit  to  businesses. 

Mr.  Penny.  And  in  the  case  of  TechnoServe,  how  much  of  the 
money  in  the  programs  you've  administered  was  tied  to  a  monetiza- 
tion of  U.S.  commodities? 

Mr.  Herne.  Our  Ghana  program,  approximately  one-fourth  of 
the  program  costs  are  funded  through  the  trust  fund  resources,  but 
the  nontraditional  export  crop  project  I  mentioned  is  also  supported 
by  some  title  III  funds  which  are  supplied  to  us  from  the  AID  mis- 
sion in  Ghana,  and  I  don't  know  the  level  of  funding  from  that  pro- 
gram. 

Mr.  Penny.  How  would  you  feel  if  the  monetization  effort  were 
allowed  only  for  purposes  of  establishing  credit  unions  or  other 
credit  institutions  to  provide  for  the  needs  of  local  farm  borrowers 
or  small-  and  medium-size  enterprises? 

Mr.  Herne.  Our  experience  would  be  that  the  availability  of 
credit  is  not  really  the  problem.  It's  the  linking  of  the  farmers  and 
the  small-scale  enterprises  to  the  credit  providers  that  are  already 
existing  in  the  countries  where  we  work.  In  Ghana,  we  have  suc- 
cessfully worked  with  the  Agricultural  Development  Bank  to  pro- 
vide funding  for  what  we  call  inventory  credit  for  the  farmers.  I 
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think  the  banks  and  the  traditional  lenders  are  reluctant  to  lend 
to  agriculture,  and  it's  just  a  question  of  making  that  link,  not  nec- 
essarily providing  additional  resources. 

Mr.  Penny.  Don,  I  gather  from  your  testimony  that  in  Eastern 
Europe  and  the  former  Soviet  Republics,  credit  is  a  much  larger 
issue  than  it  evidently  is  in  other  regions. 

Mr.  Cohen.  I  would  think  it  would  be  a  more  serious  constraint 
than  that  identified  in  Ghana  in  that  there  is  a  serious  credit 
crunch  in  these  particular  countries,  and  the  banking  institutions 
that  had  been  established  prior  to  the  fall  of  communism  certainly 
were  not  there  to  provide  small-  or  medium-scale  credit  to  private 
farmers  or  farmer  businesses,  because  they  didn't  exist  in  the  first 
place.  So  you  do  not  have  the  institutional  mechanisms  even  in 
place  to  provide  the  credit  if  credit  were  available. 

Mr.  Penny.  So  credit  is  a  central  impediment  to  economic  or  ag- 
ricultural reforms  in  the  former  Soviet  Republics  and  Soviet  Bloc 
countries. 

Mr.  Cohen.  Yes,  sir,  and  I  would  emphasize  that  we  are  not 
talking  about  large-scale  credits.  We're  talking  about  a  range  from 
$15,000  to  $150,000. 

Mr.  Penny.  So  here  again,  even  if  it's  only  a  short-term  solution, 
it  fills  the  gap  until  a  more  broad-scale  reform  of  the  financial  sys- 
tem occurs  in  Russia. 

Mr.  Cohen.  I  totally  agree  with  you,  sir.  I  was  just  saying  that 
it's  a  very  positive  step  which  would  have  a  very  positive  applica- 
tion and  impact  in  the  short  term.  But  in  the  meantime,  parallel 
to  that,  it  seems  to  me  an  urgent  necessity  to  try  to  build  up  the 
institutional  mechanisms  to  provide  credit  which  are  indigenous  to 
the  country. 

Mr.  Penny.  What  portion  of  VOCA's  effort  is  tied  to  the  creation 
of  American-style  farm  cooperatives,  and  what  portion  of  VOCA's 
involvement  is  strictly  on  the  technical  level?  WTiat  I'm  getting  at 
is,  how  many  of  the  projects — I  think  you  mentioned  you  have  173 
separate  projects.  How  many  of  those  are  strictly  dedicated  to  the 
creation  of  cooperatives  of  one  sort  or  another,  and  how  many  are 
simply  technical  advisors  going  in  for  a  period  of  time  on  other  de- 
velopment projects? 

Mr.  Cohen.  I  would  like  to  provide  that  information  to  your  of- 
fice, Mr.  Chairman,  so  I'm  accurate,  but  I  would  say  the  approach 
we  typically  take  is  that  we  work  with  the  Russians  or  the 
Moldovgms  or  whoever  in  developing  the  organizations  that  they 
need  to  serve  their  own  members.  So  we're  working  on  the  develop- 
ment of  cooperatives  or  farmers  associations. 

But  at  the  same  time,  what  we'd  like  to  do  is  to  take  a  team  ap- 
proach to  provide  people  who  have  specific,  narrow  technical  exper- 
tise so  these  associations  can  deliver  specific  services  to  the  mem- 
bers while  they  are  organizing  and  strengthening  themselves  as  in- 
stitutions. 

Mr.  Penny.  Mr.  Heme,  you  mentioned  that  export  enhancement 
shipments  of  wheat  were  undercutting  the  local  market  in  Ghana. 

Mr.  Herne.  That's  correct,  yes.  We  have  a  shipment  that  just  ar- 
rived a  week  ago,  and  we  were  running  into  difficulty  negotiating 
the  price  with  the  buyer  because  the  export  enhancement  program 
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was  selling  it  at  a  significantly  lower  price  than  what  we  had  origi- 
nally put  in  our  agreement  with  these  buyers. 

Mr.  Penny.  So  you're  talking  about  a  Public  Law  480  shipment 
that  you  were  trying  to  monetize,  but  it  was  being  complicated  be- 
cause a  subsidized  shipment  of  grain  came  in? 

Mr.  Herne.  Yes.  We  had  hoped  to  receive  the  equivalent  of  about 
$180  per  ton  for  our  monetization  of  shipment. 

Mr.  Penny.  And  the  EEP  shipment  was? 

Mr.  Herne.  Selling  at  about  $120,  $115,  and  we  eventually, 
working  with  the  AID  mission  in  Ghana,  had  to  back  down  to 
about  $120  a  ton  for  our  wheat. 

Mr.  Penny.  Is  the  United  States  in  direct  competition  with  Euro- 
pean grain  for  the  market  there? 

Mr.  Herne.  Not  in  this  case.  The  main  competition  is  the  Cana- 
dians. 

Mr.  Penny.  Oh,  the  Canadians. 

Mr.  Herne.  The  Europeans  don't  have  the  Hard  wheat  that  the 
Ghanian  millers  arie  looking  for. 

Mr.  Penny.  Have  you  watched  the  price  on  these  imports  over 
time,  and  can  you  give  me  some  sense  of  what  Canadian  wheat  is 
being  purchased  for,  at  what  price? 

Mr.  Herne.  I  don't  have  any  exact  figures,  but  I  believe  that  the 
export  enhancement  program  is  significantly  undercutting  the  Ca- 
nadian wheat  sales. 

Mr.  Penny.  So  it's  not  simply  matching  the  Canadian  price,  it's 
well  below? 

Mr.  Herne.  Yes,  it's  well  below  the  delivered  cost  of  the  wheat. 

Mr.  Penny.  How  much  local  production  of  grain  and  wheat  is 

Mr.  Herne.  There  is  no  local  production  of  wheat,  which  makes 
wheat  an  ideal  commodity  for  monetization  in  Ghana. 

Mr.  Penn\'.  Are  there  any  grains  at  all  that  are  produced  there? 

Mr.  Herne.  Well,  they  grow  sorghum,  they  grow  some  rice, 
corn — the  staple  grains  of  Africa. 

Mr.  Penny.  It's  not  a  wheat  environment. 

Mr.  Herne.  The  climate  is  not  suitable  for  wheat  growing. 

Mr.  Penny.  So  when  you  talk  about  undercutting,  have  the 
wheat  shipments  undercut  the  price  of  other  food  grains? 

Mr.  Herne.  I'm  not  aware  of  any  specific  examples,  but  I  think 
that  the  price  from  the  export  enhancement  program  would  per- 
haps put  bread  on  the  streets  at  a  low  price  that  could  undercut 
the  sales  of  other  traditional  staple  crops. 

Mr.  Penny.  And  the  production  levels  in  Ghana  are  well  short 
of  the  demand  in  the  urban  centers,  I  would  assume.  Otherwise, 
they  wouldn't  be  in  the  market  of  bringing  significant  shipments  of 
wheat. 

Mr.  Herne.  No. 

Mr.  Penny.  What  is  the  potential  for  the  future  in  Ghana  in 
terms  of  arable  land  and  the  productive  capacity  of  that  land?  I 
mean,  can  we  move  to  a  situation  in  which  they  are  self-supporting 
in  grain  production? 

Mr.  Herne.  I  believe  Ghana  has  that  potential.  The  population 
level  is  not  so  high  that  there's  a  shortage  of  arable  land.  It's  really 
a  question  of  getting  the  production  techniques  out  to  the  farmers 
and  creating  the  economic  structure  necessary,  the  market  sys- 
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terns,  transportation  systems  necessary  to  allow  them  to  achieve 
food  sustainability. 

Mr.  Penny.  In  terms  of  bringing  production  techniques  to  the 
countryside,  what's  been  your  experience  with  the  farmers  who  are 
associated  with  your  effort?  Have  we  seen  noticeable  yield  in- 
creases? 

Mr.  Herne.  We  find  them  very  responsive.  We've  collaborated 
closely  with  the  Sasakawa  Global  2000  Organization  in  Ghana, 
which  has  provided  a  technical  package  to  the  grain  farmers,  and 
we've  come  in  with  basically  the  management  assistance  to  allow 
these  farmers  to  set  up  farmers  cooperatives  where  they  can  store 
their  grain  at  harvest  time.  We  bring  in  the  inventory  credit  from 
the  Agricultural  Development  Bank,  which  allows  the  farmers  to 
receive  some  money  for  their  crop  at  harvest  time,  and  then  it  goes 
into  storage,  and  when  the  price  peaks  6  months  later,  they  still 
have  their  grain,  and  they  can  either  sell  it  on  the  open  market  or 
buy  it  back  from  the  cooperative  at  a  much  lower  price  than  the 
market  price. 

But  the  combination  of  the  technical  package  and  the  manage- 
ment of  these  cooperatives  is  a  very  effective  tool. 

Mr.  Penny.  Thank  you.  I  appreciate  your  testimony  this  morn- 
ing. We  need  to  back  up  at  this  point  and  grab  Carol  Bellamy,  the 
Director  of  Peace  Corps.  I  appreciate  the  two  of  you  coming  to  the 
table  first  and  getting  us  underway  this  morning. 

Ms.  Bellamy,  we  look  forward  to  your  testimony.  Your  entire 
written  remarks  will  be  included  in  the  subcommittee  record. 
You're  free  to  summarize  as  you  wish.  Welcome. 

STATEMENT  OF  CAROL  BELLAMY,  DIRECTOR,  PEACE  CORPS 

Ms.  Bellamy.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
it,  and  I  shall  try  and  do  that. 

I  would  like  to  just  give  you  a  quick  snapshot  of  the  Peace  Corps 
and  how  we  do  business,  and  then  just  a  couple  of  examples  of  how 
we're  involved  in  the  issues  of  food  security,  and  then  I'd  be  glad 
to  take  any  questions  that  you  might  have. 

Basically,  we  are,  in  Peace  Corps  today,  6,500  volunteers  in  96 
countries — the  traditional  regions  of  Africa,  Latin  America,  and 
Asia,  and  then  more  recently,  in  the  last  3  or  3^2  years,  in  Eastern 
Europe  and  the  former  Soviet  Union.  We  are  about  half  and  half 
male  and  female.  Actually,  a  couple  more  women  than  men,  but 
about  half  and  half.  We  have  still  a  lot  of  wonderful,  just-out-of-col- 
lege  graduates,  but  our  age  is  starting  to  creep  up  a  little  bit.  We 
have  10  percent  of  our  volunteers  over  the  age  of  50.  Our  youngest 
is  18,  and  our  oldest  is  actually  85,  although  my  testimony  says  86. 
Our  86-year-old  volunteer  just  retired  from  the  Peace  Corps. 

Now,  that's  a  quick  snapshot.  Let  me  tell  you  basically  the  way 
Peace  Corps  works,  and  it's  the  way  we've  worked  since  the  time 
we  were  founded  in  1961.  Hopefully,  the  programs  we  work  on  are 
relevant  today,  but  the  basic  method  of  working  is  the  same.  Our 
focus  continues  to  be  direct  assistance  at  the  grassroots  level.  Un- 
like some  other  agencies,  we  do  not  offer  countries  monetary  assist- 
ance. In  fact,  that's  very  important  that  Peace  Corps  not  be  seen 
as  somebody  who's  going  to  come  in  with  money.  Our  resource  is 
actually  the  person,  the  volunteer.  That's  what  we  provide. 
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Our  philosophy  is  that  volunteers  do  not  impose  from  above. 
They  have  to  try  to  work  from  within.  That  means  they  address 
problems  identified  by  the  local  people  themselves.  Once  the  prob- 
lems are  defined,  volunteers  are  expected  to  work  with  their  com- 
munities to  devise  and  implement  the  solutions. 

I  think  over  the  many  years  we've  learned  from  experience — and 
maybe  sometimes  we've  learned  the  hard  way — but  we've  learned 
that  unless  the  community  is  behind  the  project,  unless  the  volun- 
teer or  volunteers  are  reaching  the  people  in  terms  of  making  that 
connection  of  how  people  understand  how  to  meet  their  own  needs, 
then  it  is  unlikely  that  change  will  be  sustained  beyond  the  2  years 
that  the  volunteer  is  there,  and  our  first  goal  of  our  three  goals  is 
the  sustained  development  aspect  of  our  activity. 

That's  our  standard  for  development — grassroots,  people  to  peo- 
ple, and  sustainability.  I  can't  tell  you  that  we  always  meet  it,  but 
we  do  know  that  it  is  the  right  standard  to  set. 

We  take  training  very  seriously  in  Peace  Corps.  Before  a  volun- 
teer is  sent  out  to  the  field,  that  volunteer  trains  generally  in  the 
country  in  which  that  volunteer  will  serve.  Three  very  important 
components  of  that  training  include  language  training — again, 
that's  very  important  in  ultimately  allowing  that  volunteer  to  work 
at  that  grassroots  level.  Our  volunteers  speak  over  200  languages. 
I  say  a  little  tongue-in-cheek,  but  not  entirely,  that  in  Peace  Corps, 
you  can't  just  yell  at  somebody  louder  in  English  and  assume  that 
you're  going  to  make  a  difference,  because  our  volunteers  have  to 
be  able  to  communicate  in  the  language  of  the  community  in  which 
they're  working. 

We  also  train  in  cross-cultural  training,  because,  again,  we're  at 
that  local  level,  and  whether  the  volunteer  is  in  an  urban  area  or 
a  rural  area,  understanding  and  respecting  that  culture  and  know- 
ing how  to  act  in  that  culture  is  very  important. 

And  we  do  technical  training,  and  obviously  that  technical  train- 
ing will  differ  in  terms  of  intensity,  depending  on  where  the  skills 
of  that  volunteer  are. 

Now  let  me  turn  to  some  specific  questions  of  food  security.  Many 
Peace  Corps  volunteers  still  serve  in  predominantly  rural  agrarian 
communities,  although  not  all.  Their  projects  address  the  very  fun- 
damental components  of  food  security.  First  and  foremost,  people 
need  to  produce  enough  food  to  feed  their  families  and  commu- 
nities, to  maintain  their  health,  and  to  earn  a  living.  We  have  vol- 
unteers teaching  farmers  techniques  to  increase  production  while 
conserving  natural  resources.  These  techniques  run  the  gamut  from 
crop  rotation,  intercropping,  and  composting,  to  helping  commu- 
nities create  seed  banks  so  that  they  have  a  reliable  supply  for  the 
next  planting  season.  Volunteers  are  also  working  with  farmers  on 
pesticide  safety  and  greater  use  of  natural  pesticides. 

Obviously,  while  we're  working  with  farmers  in  many  parts  of 
the  world,  and  in  many  cases  we  will  be  working  with  the  men  in 
the  family,  as  you  heard  the  VOCA  representative  speak,  we  also 
have  a  number  of  very  unique  projects  working  with  women  farm- 
ers. I'd  point  out  one  in  Guinea  Bissau  where  we're  working  mainly 
with  women  farmers  on  a  rice  project  to  improve  the  rice  yields. 
Together  the  volunteers  and  the  women  experimented  with  dif- 
ferent methods,  and  after  these  experiments,  the  women  farmers 
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are  now  using  better  seed  varieties.  They've  changed  planting 
methods  to  improve  weed  control,  and  they've  constructed  earthen 
dikes  to  better  manage  the  water. 

Agriculture  has  been  a  traditional  area  for  Peace  Corps  to  be  in- 
volved in.  One  of  our  fastest-growing  newer  areas  is  what  I  would 
call  natural  resources  and  environmental  management.  Very  often 
the  natural  resources  and  environmental  management  activities 
are  integrated  with  our  agricultural  activities.  For  example,  to  help 
combat  and  reverse  environmental  degradation,  volunteers  work  on 
projects  in  agro-forestry,  soil  conservation,  reforestation,  and  coast- 
al zone  protection.  These  projects  can  be  relatively  simple,  such  as 
teaching  how  to  cook  with  solar  or  mud  stoves,  to  working  with 
communities  on  larger-scale  tree  planting  and  reforestation 
projects.  Again,  I  will  touch  on  a  couple  of  examples.  I  have  listed 
more  in  my  prepared  testimony. 

In  Ghana,  volunteers  in  northern  Ghana  have  been  working  for 
several  years  on  a  community  tree  project.  With  support  from 
USAID,  our  volunteers  work  with  local  Ghanaian  officials  and  Gha- 
naian nongovernmental  organizations  to  design  the  project.  In  just 
2  years,  the  project  established  11  community  tree  nurseries,  which 
produce  700,000  seedlings  a  year.  They  are  now  reaching  produc- 
tion levels  of  over  1  million  a  year. 

What  is  particularly  important  to  us  is  that  the  project  is  di- 
rected by  a  Ghanaian,  and  every  year  more  local  nursery  workers 
are  trained.  Participants  in  the  project  also  attend  annual  work- 
shops to  review  successes  and  failures  and  recommend  the  nec- 
essary adjustments. 

In  Thailand,  we've  been  working  on  projects  dealing  with  soil 
erosion.  A  volunteer  working  with  his  counterpart  developed  an 
alley  cropping  project.  They  planted  fruit  trees,  peas,  and  com  and 
were  able  to  show  that  this  helped  control  erosion,  improve  the  soil, 
and  increase  yields  and  income.  This  project,  as  an  individual 
project,  has  now  become  a  model  project  for  many  other  farmers  in 
that  area. 

In  Costa  Rica,  we're  in  the  midst  of  a  project  right  now  where 
volunteers  are  involved  in  reforestation.  We've  set  a  goal  over  the 
next  3  years — and  the  project  is  now  ongoing — of  working  with 
25,000  farmers. 

In  the  Philippines,  there's  an  example  of  working  in  coastal  res- 
toration and  the  reforestation  of  mangrove  areas,  but  this  is  related 
as  well  to  improving  the  fishing  capability,  because  with  the  refor- 
estation of  the  mangrove  area,  they  expect  that  they  will  have  a 
greater  fishing  production.  This  is  actually  a  project  I  visited  just 
2  weeks  ago. 

In  addition  to  teaching  better  production  and  conservation  tech- 
niques, volunteers  are  training  farmers  in  the  business  and  man- 
agement aspect  of  farming — how  to  plan,  how  to  keep  books,  how 
to  manage  profits — one  assumes  we  get  to  the  point  of  having  the 
profits — and  also  how  to  analyze  potential  markets. 

We  have  agribusiness  projects,  as  we  call  them  in  the  shorthand. 
In  Paraguay,  that  involved  a  project  with  the  Paraguayan  potato. 
In  Guatemala,  we've  been  dealing  with  educational  information  for 
potential  entrepreneurs.  In  the  Philippines,  we've  been  working  in 
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the  area  of  fishing,  and  we  have  a  number  of  agribusiness  projects 
in  Eastern  Europe  and  the  former  Soviet  Union 

I  want  to  say  a  word,  too,  about  gardens,  partly  because  as  a  vol- 
unteer almost  30  years  ago,  I  worked  in  gardens,  and  partly  be- 
cause I  think  they  can  be  very  important  projects,  whether  they  are 
family  plots  or  school  gardens.  Farmers  struggling  to  earn  a  sub- 
sistence income  tend  to  grow  only  a  cash  crop.  At  the  same  time, 
their  families  may  not  be  getting  enough  food  to  eat  or  the  right 
kind  of  food.  Volunteers  will  work  with  other  members  of  the  fam- 
ily to  grow  food  to  feed  the  family  and  possibly  earn  as  well  some 
additional  income.  These  projects  are  also  excellent  ways  to  intro- 
duce lessons  on  nutrition  and  health,  so  very  often  you  will  have 
garden  projects  with  local  families,  and  very  often  you  will  have 
garden  projects  with  local  schools. 

Now,  just  out  of  the  blue,  I  would  like  to  talk  about  one  very 
good  project  in  Lesotho,  which  just  happens  to  have  been  designed 
by  a  volunteer  who  is  now  a  member  of  this  subcommittee  staff. 
But  that's  quite  irrelevant  to  the  fact  that  this  popped  up  in  my 
testimony.  Actually,  this  is  a  very  good  project.  We  try  to  identify 
projects  that  are  working  and  that  are  good  projects. 

As  you  may  be  aware,  Bruce  White  worked  with  people  to  design 
a  home  gardens  project  which  trains  village  garden  leaders,  almost 
all  of  whom  are  women,  who  then  serve  as  unpaid  extension  agents 
in  their  local  communities.  Again,  it's  the  buy-in  thought.  If  some- 
body local  can  show  something,  then  it's  going  to  sell  much  better 
than  if  the  American  Peace  Corps  volunteer  comes  in  and  tells  you 
that  this  is  how  you're  supposed  to  do  it. 

This  is  a  project  with  support  from  the  AID  mission.  Some  90 
women  garden  leaders  have  been  trained  during  the  life  of  this 
project.  We  think  it's  a  real  model  for  other  countries  in  the  region. 
Peace  Corps  can  use  appropriated  dollars  for  Peace  Corps  volun- 
teers, but  can't  use  appropriated  dollars  for  training  of  our  counter- 
parts, and  since  that's  very  key  for  sustainability,  that  connection 
and  that  cooperation  with  AID  has  become  very  important. 

Two  last  comments,  one  on  water.  I  just  want  to  touch  briefly  on 
water.  One  of  the  toughest  challenges  that  people  face  every  day 
is  access  to  a  safe,  reliable  water  supply.  You  will  fmd  Peace  Corps 
volunteers  working  on  water  sanitation  projects  around  the  globe. 
The  importance  of  this  work  was  recently  brought  home  to  some  of 
us  at  Peace  Corps  headquarters  as  we  listened  to  a  review  of  some 
of  the  projects  that  we  have  out  there.  In  1991,  there  was  actually 
a  terrible  outbreak  of  cholera  throughout  Ecuador,  but  it  turned 
out  that  there  were  no  reported  cases  at  sites  where  volunteers 
were  working  on  water  sanitation  projects  in  the  area. 

Finally,  I  want  to  comment  a  bit  on  the  assistance  that  Peace 
Corps  receives  from  other  Federal  agencies.  I've  mentioned  our  col- 
laboration with  USAID.  I'd  like  to  point  out  as  well  that  Peace 
Corps  volunteers  work  with,  among  others,  the  Forest  Service, 
Park  Service,  EPA,  and  CDC  in  terms  of  some  of  the  technical  as- 
sistance that's  provided,  and  since  I  was  preceded  by  a  representa- 
tive of  VOCA,  I  also  want  to  comment  on  the  fact  that  Peace  Corps 
has  worked  closely  with  VOCA,  that  the  farmer-to-farmer  project 
has  turned  out  to  be  very  helpful  to  many  of  our  volunteers. 
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I'll  just  use  one  example,  but  it's  not  limited  to  this  area.  Last 
year,  with  the  sponsorship  of  VOCA,  the  parents  of  a  volunteer  in 
Latvia  were  able  to  put  together  a  superb  business  plan  for  Latvian 
farmers. 

I've  tried,  within  a  limited  time,  to  paint  a  very  broad  Peace 
Corps  picture,  but  I  hope  it's  given  you  some  sense — and  my  writ- 
ten testimony  as  well — of  the  fact  that  Peace  Corps  volunteers 
working  at  that  grassroots  level,  people  to  people,  committed  to 
sustainability,  can  make  a  difference  in  terms  of  food  security  is- 
sues, and  we  would  certainly  look  forward  to — and  I  realize  I  come 
from  New  York,  so  appearing  before  an  agricultural  committee 
might  seem  a  little  unique — ^but  we  at  Peace  Corps  would  be  de- 
lighted to  provide  you  ongoing  technical  assistance  from  people  who 
can  really  speak  to  the  role  that  Peace  Corps  plays  in  food  security. 

Thank  you  very  much. 

[The  prepared  statement  of  Ms.  Bellamy  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you.  I  appreciate  your  testimony. 

You  mentioned  that  we  presently  have  6,500  volunteers  working 
in  96  countries? 

Ms.  Bellamy.  That's  what  we  have  right  now. 

Mr.  Penny.  What's  your  sense  of  the  funding  level  for  the  Peace 
Corps  in  the  next  few  years?  Recognizing  that  you  don't  have  abso- 
lute control  over  that  decision,  but  based  on  the  priorities  of  the  ad- 
ministration and  your  superiors,  what's  your  sense  of  their  level  of 
commitment  to  Peace  Corps  activities  and  the  funding  level  and 
the  number  of  personnel  slots  that  that  will  finance  for  the  foresee- 
able future? 

Ms.  Bellamy.  I'll  give  a  guesstimate. 

Mr.  Penny.  That's  all  we  can  ask  for. 

Ms.  Bellamy.  I  often  say  that  I  come  out  of  State  and  local  gov- 
ernment, and  irrespective  of  partisan  politics,  one  of  the  challenges 
and  opportunities  of  State  and  local  government  is  that  we  actually 
do  have  to  balance  our  budget  each  year,  so  you  live  with  the  budg- 
et that  you  have,  and  you  make  it  work  as  efficiently  as  possible. 

We  have  over  the  years  received  modest  increases  almost  every 
year.  They  are  not  huge,  but  that's  OK.  I  mean,  Peace  Corps  is, 
and  I  don't  want  to  sound  ungrateful  for  every  dollar  that  we  have. 

1  would  argue  that  Peace  Corps  is  a  very  good  bang  for  the  buck, 
and  that's  largely  because  the  money  in  Peace  Corps  is  basically 
spent  on  the  Peace  Corps  volunteers.  We  pay  them  on  a  monthly 
basis  a  subsistence  allowance,  which  is  premised  generally  on  the 
costs  in  that  country.  So  it  differs  from  country  to  country. 

Then  we  pay  them  a  readjustment  allowance  at  the  end  of  their 

2  years,  which  they're  not  going  to  get  rich  off  of.  It's  about  half 
of  what  national  service  is,  but  it  helps.  I  used  my  readjustment 
allowance  back  in  1963  to  help  me  through  my  first  year  of  law 
school.  At  the  present  time,  it's  $5,400. 

So  I  think  generally  the  taxpayer  gets  their  money's  worth  in 
Peace  Corps.  Our  budget  this  year,  in  fiscal  year  1994,  is  $220  mil- 
lion. It's  basically  about  what  we  had  gotten  the  previous  year. 
Just  a  very  modest  increase.  And  our  so-called  passback,  which 
we're  partly  through  the  process  this  year,  from  OMB  would  give 
us  a  small  increase  in  those  dollars. 
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We've  taken  on  some  additional  responsibilities  in  the  last  couple 
of  years,  particularly  the  dramatic  entry  into  Eastern  Europe  and 
the  former  Soviet  Union,  so  we  are  stretching  our  dollars  pretty 
tightly  at  this  point. 

My  direct  answer  to  your  question  is,  I  think  the  likelihood  is, 
given  the  support  we  received  from  Congress  and  from  the  admin- 
istration— both  in  Republican  and  Democratic  administrations — is 
that  we  will  continue  to  see  small,  but  modest  increases.  Whatever 
it  is,  I  can  assure  you  unless  it's  a  dramatic  cutting  us  in  half,  and 
I  don't  expect  that  to  happen,  we  will  make  sure  we  live  within  our 
budget.  I'm  committed  to  making  sure  that  small  do-gooder  organi- 
zations are  no  less  well-managed  than  big,  boring  organizations. 
[Laughter.] 

Mr.  Penny.  With  6,500  volunteers,  is  it  spreading  the  effort  too 
thinly  to  have  a  program  on  the  ground  in  96  countries? 

Ms.  Bellamy.  Well,  it  may,  actually.  There  was  one  other  thing 
I  wanted  to  say  to  that  last  question,  and  then  I'll  answer  this  one 
as  well. 

Congress  has,  several  times  before  in  different  hearings,  urged  us 
to  go  to  10,000.  I  can  tell  you  that  with  the  present  budget,  there 
is  no  way  that  we  could  go  to  10,000,  and  I  think  actually  jumping 
from  6,500  to  10,000  would  not  be  a  good  thing  to  do.  I  don't  mean 
to  second-guess  Congress,  but  we  really  do  try  these  days  to  be 
much  more  careful  in  how  we  program  our  volunteers  to  try  and 
meet  requests.  It  doesn't  mean  everything  works  out  perfectly,  but 
we  try  to  be  much  more  careful.  I  have  actually  offered  a  goal  of 
trying  to  get  us  to  7,500,  which  I  do  think  over  the  next  year  or 
so  is  achievable,  even  given  budget  constraints. 

Now,  are  we  in  too  many  places?  Are  we  trying  to  do  too  much? 
The  reason  I  can't  answer  that  is  that  I'm  asking  that  question 
right  now,  and  I  think  that's  an  appropriate  question  to  ask.  And 
I  don't  think  it  should  be  asked  from  the  perspective  of,  "Gee,  it's 
too  many.  Shouldn't  we  be  in  82  or  93  countries?"  I  think  it  ought 
to  be  asked  from  my  perspective  of,  what  are  we  doing?  Does  it 
make  sense  what  we're  doing?  Are  we  doing  the  same  thing  we've 
done  for  20  years,  or  are  we  just  filling  a  position?  Are  we  still  fill- 
ing a  teaching  position  in  a  school  when  we  should  have  moved 
several  years  ago  to  being  the  teacher  trainers? 

So  those  are  questions  that  I  think  are  valid  questions,  and  in 
my  view,  it  probably  is  going  to  yield  that  we  will  get  out  of  some 
programs,  we  may  get  out  of  some  countries,  and  we  may  in  fact 
still  go  into  a  country  here  or  there.  I  don't  think  in  the  near  term, 
we'll  be  going  into  so  many  countries  as  quickly  as  we  went  in  over 
the  last  couple  years,  but  I  don't  rule  out  going  into  a  country  or 
two. 

We  have  two  very  strong  requests  sitting  on  our  desk  right  now 
from  Cambodia  and  Eritrea,  both  with  real  needs,  that  might  be 
places  where  the  Peace  Corps  could  be  making  even  more  of  a  dif- 
ference than  some  of  the  places  we  are  now  that,  after  review,  we 
might  ultimately  conclude  it  makes  sense  not  to  be  in  an3rmore,  not 
because  they're  not  important  countries,  but  because  we've  done 
what  we  can  do. 

Mr.  Penny.  The  criteria  for  Peace  Corps  involvement — I  read  in 
the  Post  that  your  philosophy  is  to  be  flexible. 
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Ms.  Bellamy.  Our  volunteers  need  to  be  flexible. 

Mr.  Penny.  I'm  wondering  whether  that  applies  to  your  attitude 
about  the  focus  of  the  Peace  Corps,  realizing  that  every  country 
presents  a  somewhat  different  scenario.  You  can't  be  entirely  rigid 
in  saying  these  are  the  criteria  that  warrant  our  involvement,  but 
you  still  have  to  have  some  sort  of  a  fence  around  how  broadly  we 
cast  our  net.  Otherwise,  virtually  any  country  could  come  in  with 
a  good  sounding  proposal  and,  bingo,  the  Peace  Corps  is  there  try- 
ing to  do  everything  instead  of  more  narrowlj'  focusing  the  kind  of 
activity  that  it  offers. 

Ms.  Bellamy.  I  do  think  we  have  to  be  flexible,  and  I  wish  I 
could  give  you  more  specific  criteria.  I  can  give  you  some,  but  this 
is  really  an  exercise  we're  undergoing  right  now. 

Now,  there's  some  almost  absolute  criteria.  Security  is  a  criterion 
and  seems  to  be  the  one  constant  criterion  we've  had  for  a  number 
of  years  and  is  probably — I  hate  to  say  it,  but  probably  the  easiest. 
By  that  I  mean,  for  example,  in  the  last  year,  we  have  taken  29 
volunteers  out  of  Burundi  not  because  of  political  instability,  but 
tribal  instability  between  the  Hutus  and  the  Tutsis.  They  weren't 
attacking  our  volunteers,  but  we  couldn't  assure  the  safety  of  our 
volunteers.  Also,  over  the  last  year,  in  Rwanda  and  Congo  we  took 
volunteers  out. 

So  security  will  always  be  an  issue  that,  quite  apart  from  wheth- 
er there's  a  need  or  not,  we  always  have  to  keep  at  the  front. 

Budget  should  be  an  issue.  But  my  view  is  that  budget  always 
has  to  be  kept  in  mind  in  everything  that  we're  doing,  but  that 
shouldn't  drive  the  plan.  The  plan  needs  to  live  within  budget,  but 
the  budget  shouldn't  drive  it  by  saying  just  because  a  country  is 
necessarily  a  more  expensive  proposition  for  Peace  Corps  than  an- 
other country — because  some  of  our  island  programs  tend  to  be  a 
little  bit  more  expensive  because  of  communication  and  travel,  but 
that  doesn't  necessarily  just  rule  out  being  in  a  country. 

Or  sometimes  another  criterion  that  some  people  want  to  have 
as  an  absolute  is  the  GNP.  Well,  you  can  find  a  country  like  Gabon 
that  has  a  pretty  high  GNP.  You  can  find  in  some  of  the  central 
areas  of  Gabon  some  people  with  some  pretty  significant  wealth. 
They  should  be  sharing  more  of  that  wealth.  That  might  be  a  per- 
sonal judgment  I  have.  On  the  other  hand,  you  can  find  enormous 
poverty  there. 

I  believe  those  are  criteria  that  need  to  be  taken  into  account, 
but  not  be  absolute.  I  would  take  a  look  at  what  we  are  being 
asked  for,  what  skills  we  can  provide,  what  seems  reasonable.  In 
some  places  where  we've  been  a  long  time,  we  begin  to  see  a  skills 
creep,  where  they  want  more  and  more  advanced  and  sophisticated 
folks,  some  of  whom  we  can  provide,  but  I  think  Peace  Corps  con- 
tinues to  provide  best  a  balance  of  the  strong,  trained  generalists 
and  people  with  scarce  skills. 

So  there  gets  to  be  a  situation  where,  for  example,  we  think — 
although  we're  not  going  to  make  that  absolute  judgment  for 
VOCA — ^but  maybe  a  generalist  or  somebody  in  the  general  field 
working  with  somebody  very  specifically  for  a  shorter  period  of 
time  makes  sense,  and  maybe  those  are  programs  where  Peace 
Corps  ought  not  to  be.  Or,  as  I  said  before,  places  where  Peace 
Corps  has  been  the  seventh  grade  or  the  eighth  grade  or  the  ninth 
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grade  teacher  and  that's  all  they're  doing  for  the  longest  time  rath- 
er than  doing  teacher  training. 

So  we're  developing  a  series  of  criteria.  I'm  just  giving  you  some 
examples  of  what  we're  doing.  Can  we  find  the  volunteers?  What 
is  the  makeup  of  that  country?  We've  come  out  of  some  countries. 
Malaysia  and  Korea  are  two  where — and  Venezuela,  to  some  ex- 
tent— given  economic  circumstances,  we  concluded  that,  from  Peace 
Corps'  perspective,  we  could  declare  Peace  Corps  victory  and  there 
was  not  a  reason  to  be  there  anymore. 

I  think  that  that  is  a  test  that  just  has  to  be  going  on  all  the 
time.  I  mean,  I'm  going  through  first  quarter  budget  reviews  right 
now,  and  it's  the  first  question  I  ask  of  each  person.  I  don't  have 
the  absolute  answer,  and  I  don't  want  to  be  saying  it  must  be  this 
country  or  that  country.  I  think  we  have  to  kind  of  keep  testing 
them  all  and  see  where  we  are. 

Mr.  Penny.  Are  there  examples  where  the  Peace  Corps  commit- 
ment is  quite  limited  and  maybe  questionable  on  that  grounds, 
where  we  have  so  few  volunteers  on  the  ground,  they  may  be  doing 
good  things,  but  it  raises  the  question  of  why  bother,  if  you've  only 
got  a  handful  of  people  in  a  given  country? 

Ms.  Bellamy.  Well,  we  don't  have  huge  numbers  of  people  any- 
where. I  mean,  25  in  a  country  may  actually  be  what  we  think 
makes  the  most  sense  for  that  country,  as  contrasted  with  the  days 
when  we  used  to  have  over  1,000  in  India 

Mr.  Penny.  What  sort  of  administrative  infrastructure  applies 
when  you  go  into  a  given  country? 

Ms.  Bellamy.  Well,  that's  a  very  good  question,  because  we  do 
need  to  have  a  staffing  infrastructure  to  be  supportive,  and  so 
there  are  some  instances  in  which,  once  you  put  that  staffing  infra- 
structure, the  financial  difference  between  having,  obviously,  15 
volunteers  and  25  volunteers,  while  those  additional  10  will  cost 
you  something,  the  staffing  infrastructure  won't  change  in  most 
cases. 

So  the  answer  is  yes.  I'm  thinking  of  one  right  now.  There's  an 
island  project  that  in  fact  I've  asked  a  question  about  because  our 
number  of  volunteers  have  recently  fallen  in  that  project.  We've 
been  there  quite  a  while.  I  don't  want  to  prejudge  it,  but  I've  asked 
them  to  take  a  look.  There's  a  country  project  in  Africa  right  now 
where  our  volunteer  numbers  are  down  quite  a  bit,  and  it  seems 
to  me  rather  than  being  disruptive  of  the  volunteers,  we're  taking 
a  review  of  that  country  also. 

So,  yes,  that's  another — first  of  all,  you  have  to  ask  a  question 
about  why  your  volunteer  numbers  are  down.  Are  they  down  be- 
cause you  haven't  refilled,  they  haven't  asked,  because  volunteers 
have  left?  That  may  be  signs  already  of  something  that  Peace 
Corps  ought  to  take  into  account  of  why  it's  there. 

Mr.  Penny.  You  have  a  lot  of  projects  that  are  tied  to  agriculture 
in  one  way  or  another.  Why  the  Peace  Corps  instead  of  VOCA? 

Ms.  Bellamy.  I  don't  think  it's  an  either/or.  We  find  VOCA  a 
wonderful  resource.  Our  volunteers  love  to  work  with  VOCA  volun- 
teers. I  think  because  we  work  over  a  more  sustained  period  of 
time,  our  2  years — and  I  don't  mean  that  the  VOCA  volunteers 
don't  work 

Mr.  Penny.  Some  do.  Some  are  a  few  months,  and  some  are 
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Ms.  Bellamy.  Right,  longer.  A  volunteer  is  there  for  2  years.  A 
project  may  take  longer  than  2  years. 

One  of  the  things  that,  again,  we've  put  in  place  over  the  last 
couple  of  years  in  programming  is  to  try  and  give  a  volunteer  a 
sense  of  where  he  or  she  fits  in  the  length  of  time  we  think  a 
project  will  take  place,  so  that  our  volunteer  doesn't  go  in  thinking 
you're  going  to  start  the  project  and  it's  going  to  be  hunky-dory,  in 
perfect  shape  at  the  end  of  2  years  when  you're  leaving.  Maybe 
you're  section  C  of  A  through  F. 

Now,  I  don't  mean  that  it's  so  impersonal,  but  it  allows  our  vol- 
unteers to  get  a  sense  of  the  time  period.  We  think  development 
moves  very  slowly,  and  it  gives  them  a  sense.  Again,  very  often  our 
volunteer,  who  may  have  a  background  in  ag  can  also  work  with 
somebody  who  may  have  some  additional  sophisticated  skills 
through,  for  example,  VOCA.  The  use  of  those  kinds  of  VOCA  skills 
along  with  our  volunteer  who  is  knowledgeable  about  the  field  and 
who  can  almost  be  working  as  a  community  developer,  an  exten- 
sion agent  so  you  begin  to  spread  the  word,  can  play  a  role  that 
allows  for  whatever  the  project  is  to  have  a  broader  usage. 

And  then  in  some  places,  we're  not  working  with  VOCA.  But  it's 
why  some  of  the  collaborations,  NGO's,  some  of  the  other  Govern- 
ment agencies — and  it  doesn't  work  in  all  cases — ^but  it's  a  way  for 
our  volunteer,  who  is  the  body  right  there  on  the  ground,  to  provide 
kind  of  the  component  to  encourage  the  sustainability  of  whatever 
the  project  is  that  we're  working  on. 

Mr.  Penny.  Does  the  requesting  nation  determine  the  nature  of 
the  project,  and  how  much  say  does  Peace  Corps  have  in  decid- 
ing  

Ms.  Bellamy.  It  differs  in  every  country.  I  encourage  our  country 
directors,  who  are  our  chief  of  the  post,  to  really 

Mr.  Penny.  Negotiate  that? 

Ms.  Bellamy.  To  negotiate.  I  mean,  we  should  not  be  dictatorial. 
On  the  other  hand — and  I  use  the  example  of  the  skills  they  ask. 
This  makes  no  sense  before  this  committee,  but  I  always  use  the 
example  that  the  country  comes  in  and  wants  three  brain  surgeons 
who  speak  Swahili,  because,  first  of  all,  it  has  prestige,  and  they've 
got  a  health  problem.  Well,  in  the  long  run,  maybe  what  they  really 
could  use  are  two  nurses  and  a  physician's  assistant. 

In  other  words,  they  need  people  with  health  training,  but  maybe 
not  at  that  level.  If  you  send  in  three  physicians  who  speak  Swahili 
and,  we'll  go  out  and  find  them — they  may  not  have  an  enjoyable 
project,  they  may  get  discouraged,  they  may  leave  earlier.  That's 
not  going  to  be  good  in  terms  of  the  work  that  we  can  do  in  the 
country.  The  country  may  not  get  the  best  benefit. 

So  while  we  shouldn't  be  there  dictating  to  the  country,  I  really 
encourage  our  country  staff  to  have  real  ongoing  discussions  to  try 
and  work  through  this  programming  process  with  the  host  country 
counterparts,  what  really  is  needed  and  what  they  think  the 
project  is. 

Mr.  Penny.  This  is  more  to  the  lines  of  authority.  What  degree 
of  coordination  do  you  have  to  undertake  with  AID  or  other  State 
Department  offices  before  you  initiate  a  new  project? 

Ms.  Bellamy.  Most  of  the  good  work  is  on  the  ground,  in-coun- 
try. Generally,  there's  a  really  good  working  relationship  between 
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the  Peace  Corps  country  director  and  staff  and  the  USAID  people, 
or  if  there's  a 

Mr.  Penny.  In  terms  of  complimenting  our  other  activities  in 
that  country,  the  coordination  is  an  integral  part  of  developing  the 
Peace  Corps  initiative? 

Ms.  Bellamy.  It  is.  It's  not  done  in  all  cases,  and  very  often 
you'll  get  the  volunteer  out  there  who  will  realize  that  they're  mov- 
ing ahead  in  a  project,  but  it  would  be  really  good  if  they  could  do 
some  additional  training,  really  specific  training — not  just  on-the- 
ground  training,  but  specific  training  of  some  counterparts — so 
then  they'll  come  back  and  they'll  write  a  grant.  It  may  not  all  be 
done  in  the  same  instance,  and  then  we'll  work  together.  It's  a 
pretty  good  working  relationship. 

My  view  of  the  relationship  is  that  it's  very  important  for  Peace 
Corps  here  in  Washington  to  have  good  communication  with  AID 
here  in  Washington  and  other  agencies  in  Washington,  but  the 
main  thing  I  want  to  do  is  make  sure  I  don't  screw  up  that  rela- 
tionship at  the  local  level.  I  mean,  in  other  words,  we  have  to  have 
communication  here  in  Washington,  but  not  overburden  it  with 
rules  and  regulations  at  the  national  level.  It's  been  my  experience 
that  at  the  local  level  the  local  AID,  or  local  Interior  people  or  local 
CARE  people  or  whatever  working  with  our  country  staff  and  coun- 
try volunteers  make  it  work,  because  that's  really  where  it  works. 

Mr.  Penny.  In  the  former  Soviet  Republic,  you're  on  the  ground 
now,  and  I  guess  that  was  sort  of  placed  upon  you  by  congressional 
desire.  It  seems  to  me  that  there  clearly  are  a  number  of  cir- 
cumstances where  your  agency's  services  would  be  requested  by  the 
former  Soviet  Republics.  Isn't  there  also  in  the  works  now  a  De- 
mocracy Corps  which  was,  as  I  recall,  part  of  the  conversion  legis- 
lation, the  Freedom  Support  Act,  about  2  years  ago?  I  think  there 
was  a  Democracy  Corps  provision  geared  toward  retiring  military 
personnel  that  we  want  to  send  over  to  the  Soviet  Union  as  well, 
and  it  may  not  be  that  that  ended  up  in  the  final  version  of  the 
bill,  and  you're  not  looking  as  if  it  rings  a  bell  to  you. 

Ms.  Bellamy.  I  don't  know  the  answer.  I'm  sorry,  I  don't  know 
the  answer  to  that  question.  I  mean,  most  of  our  volunteers  in 
Eastern  Europe  and  the  former  Soviet  Union  are  working  on  busi- 
ness-related issues  in  the  privatization  context.  Some  are  in  agri- 
business, but  others  are  just  your  mainline  industrial  types  of  busi- 
nesses or  small  entrepreneurial  activities.  And  then  some  are  work- 
ing in  English  teaching,  but  English  teaching  from  the  perspective 
of  English  as  the  language  of  commerce,  and  the  newest  area  there 
actually  is  some  environmental  work. 

So  I  can't  answer  your  question.  It  may  indeed  be,  and  I'm  just 
not  up  to  date  on  it. 

Mr.  Penny.  It  may  not  have  made  it  in  the  final  version,  but  I 
know  at  one  point  there  was  talk  of  a  Democracy  Corps  which  may 
have  taken  some  U.S.  military  personnel  and  applied  them  to  the 
development  of  civic  structures,  democratic  structures,  et  cetera, 
with  the  former  Soviet  Republics,  and  that  would  not  have  been  an 
assignment  to  the  Peace  Corps.  It  would  have  been  a  separate 
project,  but  it  certainly  would  have  required  some  degree  of  coordi- 
nation between  Peace  Corps,  VOCA,  and  the  other  volunteers  that 
are  on  the  ground. 
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So,  evidently,  that  wasn't  in  the- 


Ms.  Bellamy.  We're  under  no  requirement  on  that.  We  are  work- 
ing with  VOCA,  I  know,  in  the  Ukraine,  and  we're  working  with 
them  in  Latvia,  as  I  mentioned.  So  I'm  a  big  believer  not  in  just 
having  more  letters  after  the  description  of  some  project  so  that  we 
can  all  show  that  every  organization  is  involved  in  it.  But  if  it 
makes  sense — and  also  working  with  other  volunteer  organizations 
from  other  countries.  If  it  makes  sense  in  a  particular  place  and 
it  can  in  a  sense  stretch  the  resources  or  the  volunteers  can  get 
more  done,  I  think  it's — I  mean  our  volunteers  are  very  resourceful. 
They  look  for  ways  to  try  and  figure  out  how  you  get  these  things 
done. 

Mr.  Penny.  I  appreciate  your  testimony  this  morning.  Continued 
best  wishes  as  you  move  forward  to  manage  the  work  of  the  agen- 
cy. 

I  think  there  are  a  lot  of  us  on  Capitol  Hill  that  would  like  to 
see  more  support  in  this  area  in  spite  of  a  very  tight  budget  situa- 
tion. I  don't  know  what  to  promise  you  in  that  regard,  but  I'm 
somewhat  encouraged  by  your  testimony  this  morning  that  you 
might  be  able  to  find  a  way  to  fit  more  volunteers  into  the  current 
budget,  and  that  certainly  is  encouraging  news. 

In  addition,  I  would  appreciate,  as  you  review  the  programs  that 
are  already  underway,  anything  you  can  provide  as  to  a  criteria 
that  you  might  implement  in  the  future  to  narrow  our  focus  a  little. 
I  just  have  a  concern  that  even  in  good  programs  like  the  Peace 
Corps,  the  status  quo  is  a  comfortable  thing,  and  sometimes  we  can 
stay  on  the  ground  in  a  particular  country  for  an  extended  period 
of  time  when  our  intent  was  to  go  in  for  a  very  limited  purpose, 
and  now,  many  years  hence,  we're  still  there,  and  we  haven't  done 
anything  new.  We're  still  doing  the  same  old  thing. 

It  just  occurs  to  me  that  with  a  very  small  agency  and  a  limited 
budget,  that  we  need  to  sort  of  redirect  some  of  those  resources  to 
other  emerging  needs  instead  of  sticking  with  the  comfortable  and 
the  familiar.  I  know  that  you're  only  6  months  or  so  into  the  job, 
so  I'm  sure  you're  in  a  review  process  at  this  stage,  but  as  you  con- 
tinue and  complete  that  review,  I'd  be  interested  as  to  what  focus 
you  intend  to  bring  and  what  changes  in  terms  of  dropping  some 
current  involvements  as  a  way  of  making  room  for  new  commit- 
ments you  intend  to  implement. 

Thank  you.  I  appreciate  your  appearance. 

Ms.  Bellamy.  Thank  you  very  much. 

Mr.  Penny.  We  might  as  well  go  on  to  the  third  panel.  I  want 
to  at  this  point  call  Dr.  Curtis,  the  executive  director  of  the  Consor- 
tium for  International  Development;  Dr.  CafFey,  chancellor,  Louisi- 
ana State  University;  and  Bob  Walker,  Secretary  of  Agriculture  for 
the  State  of  Maryland. 

Mr.  Curtis,  please  proceed. 

STATEMENT  OF  RONALD  V.  CURTIS,  EXECUTIVE  DIRECTOR, 
CONSORTIUM  FOR  INTERNATIONAL  DEVELOPMENT 

Mr.  Curtis.  Thank  you  very  much,  Mr.  Chairman.  I've  given  you 
a  very  brief  written  statement  which  doesn't  do  justice  to  the  sub- 
ject, quite  frankly.  The  question  is  the  role  of  the  land-grant  uni- 
versities in  contributing  to  sustainable  development. 
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Part  of  my  remarks  in  the  paper  are  based  on  my  own  personal 
experience  in  working  in  several  places  both  with  land-grant  uni- 
versities and  overseas  in  development  programs.  There  are  a  few 
key  points,  though,  that  I  think  I  would  like  to  make  and  I  hope 
are  t£iken  into  consideration  as  the  Congress  looks  at  Public  Law 
480  programs  and  how  the  proceeds  can  be  used  to  extend  their 
benefit. 

The  first  point  I  think  we  want  to  make  is  that  future  sustain- 
able development  is  tied  very  directly  to  science-based  agriculture. 
The  traditional  systems  which  worked  for  millennium  in  different 
societies  around  the  world  cannot  meet  today's  requirements,  nei- 
ther in  producing  food  for  domestic  consumption  of  the  family  or 
beyond,  nor  for  providing  income  for  those  families  to  meet  today's 
needs  in  any  society  in  the  world. 

The  systems  are  largely  breaking  down  or  have  broken  down  be- 
cause of  the  extreme  population  pressures  that  characterize  pretty 
much  every  country  in  the  world.  How  this  has  been  addressed  in 
the  United  States — and  it  is  a  problem  that  was  addressed  in  the 
United  States — was  done  in  part  through  the  creation  of  the  land- 
grant  universities. 

Land-grant  universities  are  a  unique  system  in  the  world,  estab- 
lished in  1860.  They  are  still  functioning  today  and  still  changing 
today.  Even  as  we're  testifying  today  in  this  meeting  here,  all  the 
land-grant  universities  are  faced  with  new  challenges  and  new  op- 
portunities. All  of  them  are  faced  with,  that  I'm  aware  of  certainly, 
our  member  universities — severe  budget  pressures  on  trying  to  do 
more  with  the  same  money  and  trying  to  be  responsive  to  today's 
needs.  One  of  those  needs  today  is  the  opening  up  of  the  inter- 
national markets  and  the  importance  of  international  markets  for 
the  U.S.  agricultural  sector. 

In  the  Third  World  countries,  in  spite  of  efforts  over  30  years  to 
try  to  transplant  this  integrated  system  of  the  land-grant  system 
of  education,  research,  and  Extension,  I  know  of  no  country  myself 
where  that  transplant  has  survived  intact,  and  probably  that  is  to 
be  expected.  The  system  was  created  in  response  to  our  needs  in 
the  United  States  at  a  particular  point  in  our  own  history.  Pieces 
of  this  system  do  exist  overseas,  and  they  exist  usually  in  the  pub- 
lic sector,  in  ministries  of  agriculture,  ministries  of  education, 
which  in  most  countries  are  the  ministries  with  the  lowest  prestige, 
the  lowest  budget,  and  the  lowest  effectiveness. 

They  also  lack,  in  the  developing  nations — and  we  were  hearing 
the  comments  earlier  about  the  programs  in  the  former  Soviet 
Union  and  Eastern  Europe — they  lack  contact  with  the  private  sec- 
tor. If  there's  a  strong  characteristic  of  the  land-grant  system  in 
the  United  States,  it  is  that  it  has  been  and  is  always  driven  by 
very  close  contact  with  the  private  sector.  This  varies  from  State 
to  State,  but  research  programs,  education  programs,  and  Exten- 
sion programs  are  very  strongly  influenced  by  the  express  demands 
and  needs  of  producers,  processors,  and  marketing  people. 

As  we  look  into  the  United  States  and  look  toward  the  future 
that  science-intensive  technologies  are  a  requirement  for  sustain- 
able development,  there  are  several  characteristics  that  I  would 
argue  should  be  considered.  First,  there's  an  increasing  need  for 
more  efficient  and   environmentally  sound   science-based  agricul- 
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tural  production  and  marketing  technologies,  and  the  key  here  is 
not  only  production,  but  also  marketing.  Second,  these  tech- 
nologies, as  mentioned,  must  contribute  to  both  income  and  food 
production  needs.  Third,  the  technologies  that  are  developed  must 
be  competitive  on  world  markets.  There  isn't  a  nation  that  can  af- 
ford even  a  small  subsidy  on  a  large  volume  over  time. 

Fourth,  whatever  technologies  are  developed  must  be  compatible 
with  the  resources  in  that  country,  most  dramatically  in  countries 
which  have  a  large  labor  population,  lots  of  small  farmers,  but  very 
little  skills.  The  technology  has  to  be  developed  for  them  in  this 
transition  period  as  they  evolve  over  time  to  become  more  efficient. 

Finally,  the  systems  that  are  developed  must  provide  open  access 
for  scientists  and  practitioners  from  all  sources.  International  con- 
nections are  key  for  all  agricultural  systems  to  support  what  hap- 
pens in  export  marketing. 

The  Public  Law  480  legislation  and  programs  are  premised  on 
mutual  benefit  to  both  sides.  One  of  the  important  components  of 
this  is  market  development,  and  those  successes  have  been  shown 
around  the  world  in  terms  of  stimulating  sustained  customers  for 
U.S.  agricultural  products.  The  benefit  to  the  country,  of  course,  is 
having  key  foodstuffs  imported  which  benefits  the  United  States  as 
having  a  ready  market  for  it  and  a  market  that  moves  from  Public 
Law  480  sales  to  commercial  sales. 

Another  important  benefit,  though,  off  into  the  future,  is  the 
question  of  interaction  on  science  and  access  to  much  of  the  germ 
plasm  which  exists  around  the  world,  which  is  critical  for  us  into 
the  future  as  it  has  proven  to  be  critical  for  us  in  the  past.  These 
types  of  scientific  interactions  are  basic  to  improving  agriculture 
worldwide. 

The  loan  period  of  the  Public  Law  480  programs  offers  an  appro- 
priate timeframe  for  trjdng  to  work  with  institutions  in  developing 
countries  and  emerging  democracies  to  improve  this  science-based 
process — education,  research,  and  Extension.  These  are  long-term 
efforts.  The  20-year  time  line  on  a  loan  repayment,  for  example, 
under  Public  Law  480  is  an  appropriate  time  line  to  think  about 
making  changes  and  making  more  efficient  the  systems  in  the  re- 
cipient countries  themselves. 

The  self-help  measures  of  the  existing  legislation  offer  a  niecha- 
nism  to  identify  these,  and  using  this  negotiated  condition,  if  you 
will,  as  a  cost  of  the  loan  is  a  powerful  tool  which  can  be  used.  This 
loan  condition  of  trying  to  instill  the  self-help  measures,  from  my 
own  experience,  has  been  resisted  in  some  countries,  or  when 
agreed  to,  they  end  up  ignoring  them  over  time.  It's  resisted  for 
many  reasons,  one  of  them  being  that  if  they  are  indeed  alone,  then 
the  generated  resources  belong  to  the  country  themselves. 

My  own  feeling  on  that  is  it's  just  another  loan  condition  tied 
with  the  interest  rates,  which  are  subsidized  and  very  low,  or  the 
repayment  program,  or  whatever  the  other  conditions  are.  In  many 
cases,  countries  will  not  want  to  do  this;  in  many  cases,  the  coun- 
tries will  see  it  as  an  opportunity  to  further  access  between  institu- 
tions in  the  United  States  and  their  own  institutions  at  home. 

From  my  own  experience,  however,  a  simple  negotiation  on  self- 
help  measures  of  identifjdng  possibly  a  linkage  program  between 
U.S.  land-grant  universities  and  the  institutions  in  the  host  coun- 
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try  will  have  almost  no  effect  unless  there's  a  mechanism  in  place 
to  maJce  it  happen.  Again,  from  my  own  experience,  I've  seen  self- 
help  measures  negotiated — I've  negotiated  them  myself — the  Grov- 
ernment  has  signed  off,  the  funds  are  generated,  they're  deposited 
in  the  central  bank,  and  then  they're  never  released.  There's  com- 
pliance in  terms  of  identifying  the  funds;  there  is  not  compliance 
in  terms  of  actually  using  the  funds  effectively.  And  often,  not 
using  the  funds  is  a  rational  decision,  because  there's  no  mecha- 
nism in  place  to  use  the  funds  effectively. 

We  do  have  examples  from  the  United  States  with  United  States- 
owned  currency  that  I'm  familiar  with  in  India  and  Pakistan  and 
the  Far  Eastern  Regional  Research  Office,  which  managed  United 
States-owned  local  currency  to  support  collaborative  research 
grants  between  scientists  in  the  United  States  and  scientists  in 
India  and  Pakistsm.  From  my  perspective,  these  programs  worked 
very  well.  They  provided  some  linkages.  I  would  argue  that  in  the 
future  they  should  be  broadened  to  look  on  an  institutional  basis 
and  not  just  on  a  science-to-science  basis. 

In  order  to  foment  and  stimulate  these  kinds  of  mutually  bene- 
ficial linkages  between  U.S.  land-grant  universities  and  host  coun- 
try institutions  to  produce  this  new  science-based  agriculture  for 
the  future  for  sustainable  development,  there  are  several  mecha- 
nisms or  mechanical  items  which  should  be  taken  into  consider- 
ation. One  is  the  staff  cuts  in  the  Foreign  Agricultural  Service  or 
in  OICD,  which  are  govemmentwide  now.  That  means  that  there 
are  very  few  people  overseas  to  oversee  this  kind  of  a  program.  Pro- 
grams of  this  type  need  some  sort  of  oversight  and  care  and  feeding 
in  order  to  make  them  successful.  The  land-grant  universities  in 
the  United  States  have  the  experience  and  the  expertise  to  do  those 
kinds  of  tasks. 

Ideally,  programs  of  this  type  would  be  complimented  by  some 
small  dollar  allocation,  complimentary  allocation.  There  are  always 
expenses  which  cannot  be  met  on  local  currency,  but  often  which 
prove  to  be  key  to  success  in  research  programs,  education  pro- 
grams, or  developing  more  effective  Extension  programs. 

The  programs  should  have  a  long-term  view.  Parenthetically,  I've 
been  involved  in  the  development  of  programs  for  some  25  years 
now.  Over  25  years,  the  problems  have  always  been  acute,  the  cri- 
sis is  immediate,  and  we  have  to  act  today  and  have  to  have  imme- 
diate benefits.  AJfler  25  years,  we  still  have  immediate  crises.  While 
many  program  interventions  need  to  be  short-term  and  focused  and 
need  to  promise  short-term  benefits,  we  need  to  have  parallel  in- 
vestments in  the  longer  term  as  well.  Sustainable  development 
does  not  have  a  short-term  solution,  and  investments  have  to  be 
made  in  some  of  the  institutional  and  knowledge  components  re- 
quired. 

It's  very  timely  to  consider  these  types  of  programs  linked  to  the 
sale  of  Public  Law  480  commodities.  Our  future  is  in  export  agri- 
culture, and  the  future  of  the  developing  countries  is  also  in  export 
agriculture.  There  is  mutual  benefit  to  be  gained  here. 

It's  also  timely,  as  the  foreign  assistance  program  of  AID  appears 
to  be  abandoning  agriculture  as  a  priority.  Agriculture  is  key  to  al- 
most all  developing  nations  and  the  former  Soviet  Union  and  the 
Eastern  European  economies.  The  few  cases  of  countries  achieving 
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high  rates  of  growth  and  higher  standards  of  Hving  without  an  effi- 
cient agriculture  are  very  few  and  tend  to  be  island  states,  such  as 
Hong  Kong  and  Singapore.  Every  other  modern  nation  in  the  world 
has  had  to  invest  in  agriculture  and  has  had  to  have  a  responsive, 
efficient  agriculture  in  order  to  make  the  transition  to  higher  in- 
comes for  the  majority  of  its  population.  This  tjrpe  of  a  program 
would  offer  that  opportunity  under  the  Public  Law  480  program, 
with  USDA  as  the  lead  in  it. 

Finally,  as  I  mentioned,  the  land-grant  universities  are  becoming 
increasingly  internationalized.  This  is  one  of  the  challenges  facing 
all  of  our  public  sector  institutions  now,  and  particularly  land-grant 
universities.  The  broad  range  of  activities  in  our  member  univer- 
sities to  internationalize  the  curriculum,  to  prepare  students  for 
jobs  in  a  vastly  different  world,  to  provide  support  for  the  private 
sector  in  their  own  business  enterprise  which  involves  exports, 
broadly  speaking,  is  beyond  agriculture  as  well.  All  of  the  land- 
grant  universities  are  multifaceted  research  institutions  now  and 
not  just  agriculture. 

The  Consortium  of  International  Development  is  one  such  insti- 
tution that's  been  around  for  about  26  years  now,  which  has  12 
members,  most  of  whom  are  land-grant  universities,  who  have  the 
experience  of  working  in  these  kinds  of  countries.  Many  other  land- 
grant  universities  in  the  United  States  also  have  similar  types  of 
experience. 

It  seems  to  me  as  you're  considering  changes,  if  you  are  consider- 
ing changes  in  the  Public  Law  480  legislation,  monetizing  the  pro- 
ceeds from  the  imported  commodities,  setting  in  place  mechanisms 
to  put  some  of  those  proceeds  in  escrow  or  in  trust  or  in  founda- 
tions, which  would  support  the  interaction  between  the  land-grant 
universities  in  the  United  States  and  those  institutions  in  the 
country  to  address  these  common  problems,  would  be  a  positive 
step  forward. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Curtis  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you.  Next,  Mr.  Caffey. 

STATEMENT  OF  H.  ROUSE  CAFFEY,  CHANCELLOR,  LOUISIANA 
STATE  UNIVERSITY  AGRICULTURAL  CENTER 

Mr.  Caffey.  Mr.  Chairman,  I'm  H.  Rouse  Caffey.  I'm  chancellor 
of  the  LSU  Agricultural  Center,  which  is  one  of  the  eight  campuses 
in  the  LSU  system.  I've  been  actively  involved  in  international  pro- 
grams for  the  last  29  years  as  a  Louisiana  State  University  admin- 
istrator. 

I'd  like  to  recognize  Don  Ferguson.  Don  is  with  OICD,  and  he's 
assisted  us  in  reviewing,  editing,  and  helping  prepare  draft  papers 
for  various  audiences. 

Now,  prior  to  this  testimony,  I  submitted  two  papers,  not  just 
one,  but  I'm  going  to  speak  from  the  second  one  and  very  briefly 
describe  that  second  one,  which  is  identified  by  "Testimony"  on  the 
front  page. 

Over  time,  the  United  States  has  indeed,  as  the  previous  speak- 
ers have  pointed  out,  given  a  great  deal  of  assistance  to  many  col- 
leges of  agriculture  and  natural  resources  all  over  the  world,  but 
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it  has  not  helped  these  institutions  become  sustainable.  The  LSU 
Agricultural  Center  has  been  involved  with  quite  a  number  of  agri- 
cultural institutions  in  many  countries,  including  the  Jamaican 
College  of  Agriculture,  and  I  will  provide  additional  details  about 
that  one.  Currently,  we're  involved  with  the  Ukrainian  State  Agri- 
cultural University  and  with  the  Turkmenistan  Agricultural  Uni- 
versity in  the  former  U.S.S.R. 

What  we've  observed  over  this  period  of  many  years  is  that  these 
institutions  are  ready  and  willing  and  they  want  to  be  assisted  and 
helped  so  that  they  can  train  their  scientists,  their  teachers  in  re- 
search, extension,  and  education,  but  they  need  an  external  source 
of  funding — not  fully,  but  something  to  supplement  what  is  appro- 
priated to  them  from  their  various  countries. 

Our  experience  in  Jamaica  helped  us  develop  the  format  for  such 
a  mechanism.  The  next  step  in  the  process  is  to  find  or  identify  a 
source  of  funds  to  be  used  as  a  grant.  Now,  let  me  say  that  this 
does  not  involve  new  Federal  funding.  It  serves  as  a  vehicle  to  redi- 
rect some  of — not  all  of — USAID  food  for  peace  funds  already  going 
to  friendly  developing  countries.  It's  for  that  reason  I  want  to  share 
with  you  some  of  the  activities  that  we're  doing  in  Jamaica  in  what 
we  call  the  food  grant  security  initiative. 

What  is  the  connection  between  this  initiative  and  the  U.S.  for- 
eign policy?  There  has  been  and  there  still  remains  a  rather  sub- 
stantial level  of  support  or  subsidy  for  U.S.  foreign  policy  in  Public 
Law  480  and  in  various  trade  provisions  of  the  farm  bill.  These 
provision  are,  at  the  base,  intended  to  contribute  to  the  develop- 
ment of  commercial  markets  for  U.S.  commodities,  including  wheat, 
rice,  cotton,  and  feed  grains. 

The  supporting  provisions  in  the  original  legislation  called  for 
sales  proceeds  to  be  used  for  "self-help  measures"  that  contributed 
to  food  security  in  the  recipient  country.  The  self-help  provision 
was  deleted  from  Public  Law  480  in  1990.  At  present,  the  sales  pro- 
ceeds are  generally  used  by  the  recipient  country  for  short-term 
budget  support  purposes  that  may  or  may  not  contribute  directly 
to  the  ability  of  the  receiving  country  to  repay  the  loan  to  the  Unit- 
ed States. 

Those  of  us  who  have  worked  on  this  project  believe  that  we 
could  achieve  both  the  current  program  and  a  redirection  of  some 
of  these  funds  to  establish  an  endowment  to  anchor  the  food  secu- 
rity grant  initiative. 

Now,  would  amendments  to  the  existing  authorities  be  needed  to 
implement  this  initiative?  We  think  that  they're  already  there,  but 
that's  just  a  nonprofessional  speaking.  We  believe  that  the  basic 
authority  is  already  present  in  Public  Law  480  or  in  section  416  of 
the  farm  bill.  Other  potentially  supportive  provisions  are  included 
in  the  draft  Foreign  Assistance  Act.  What  we  are  asking  is  that  a 
sense  of  urgency  or  a  sense  of  the  will  of  Congress  is  needed  to  get 
this  idea  across  as  a  new,  innovative  program  for  education,  re- 
search, and  extension  in  developing  countries.  I  know  there  are  a 
lot  of  things  that  need  to  be  worked  out. 

What  is  the  food  security  grant  endowment  initiative?  It's  to  pro- 
vide U.S.  assistance  to  agricultural  institutions  in  developing  coun- 
tries and  emerging  democracies.  Now,  you  can't  do  it  for  all.  You 
need  to  select  those  that  are  friendly  and  that  need  our  assistance 
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by  creating  a  private  foundation,  such  as  we've  done  in  Jamaica. 
This  is  by  the  receipt  of  funds,  investing  those  funds,  and  making 
decisions  for  the  use  of  those  funds. 

The  Jamaican  Agricultural  Development  Foundation,  which  we 
refer  to  as  JADF,  has  already  been  established  by  the  Government 
of  Jamaica.  Now,  what  we're  looking  for  is  an  opportunity  to  extend 
the  grants  of  foreign  currencies  or  the  funds  to  the  private  founda- 
tion for  the  purpose  of  building  an  endowment.  The  principal  stays 
the  same.  Only  the  interest,  properly  invested,  would  be  used  to 
help  partially  support  those  colleges  of  agriculture.  This  is  in  Ja- 
maica. 

There  are  key  programs  that  our  institution  has  that  are  directly 
related  to  food  security  and  sustainable  agriculture. 

What  is  the  goal,  then,  of  the  international  food  security  grant? 
Let  me  just  call  this  the  food  grant,  because  I  like  to  refer  to  the 
land  grant  as  something  that  we're  patterning  this  after.  Basically, 
just  one  quick  sentence  states  the  objective:  To  help  friendly  devel- 
oping countries  and  emerging  democracies  achieve  long-term  food 
security  and  sustainable  social  and  economic  progress  and  to  ex- 
pand programs  of  scientific  and  technical  cooperation  between  the 
United  States  and  friendly  nations. 

How  would  this  be  financed?  I've  alluded  to  that  already.  Let  me 
add  just  one  or  two  comments.  It's  proposed  that  it  will  be  financed 
by  grants  of  foreign  currencies  owed  to  or  owned  by  the  United 
States  as  a  result  of  credit  sales,  sales  for  local  currencies,  or 
grants  of  commodities  under  provisions  of  the  Agricultural  Trade 
Development  and  Assistance  Act  of  1954,  which  was  subsequently 
amended  in  1971. 

And  I  was  glad  to  be  here  and  hear  Mr.  Jim  Heme  testify  that 
they've  already  achieved  that — which  I  have  been  looking  for  for  5 
years — in  Ghana.  So  hopefully  that  can  be  translated  into  some- 
thing that  will  help  us. 

Now,  as  you  know  and  everyone  knows,  there  is  a  level  of  re- 
sources that  is  readily  available.  For  example,  in  fiscal  year  1992, 
we,  the  United  States,  provided  food  and  agricultural  commodities 
to  roughly  40  nations,  with  a  combined  value  of  about  $1.5  billion. 

We  developed  this  proposal  in  1988.  We  have  since  massaged  it 
and  reviewed  it.  Now,  who  are  "we'7  There  are  three  entities  that 
are  involved.  It  was  developed  jointly  by  the  LSU  Agricultural  Cen- 
ter, the  Jamaican  College  of  Agriculture,  and  then,  when  the  foun- 
dation was  established  by  legislation  in  Jamaica,  the  Jamaican  Ag- 
ricultural Development  Foundation. 

I  have  personally  shared  this  with  numerous  people  here  in  this 
city.  We've  shared  it  with  such  people  as  the  former  USAID  Direc- 
tor of  Science  and  Education,  Nyle  Brady;  Assistant  Secretary  for 
Science  and  Education — and  these  should  be  former  here — Charlie 
Hess  and  Duane  Acker;  Food  for  Peace  administrators;  and  appro- 
priate persons  in  OICD,  particularly  Dr.  Don  Ferguson,  whom  I 
referenced  earlier,  and  all  expressed  interest  in  the  proposal.  I 
didn't  say  they  endorsed  it.  I  can't  say  that  for  OICD,  but  I  do  ap- 
preciate their  help.  There  was  agreement  except  one.  We  thought 
things  were  going  good  until  about  1990.  The  then-Director  of  the 
food  for  peace  program  said,  "No,  the  legislation  won't  permit  it." 
We've  been  trying  since  then. 
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So  let  me  summarize  this.  We  recommend  that  the  food  grant 
initiative  for  the  colleges  of  agriculture  be  funded  for  developing 
countries.  We  hope  that  this  would  be  a  success  story  similar  to  the 
land-grant  universities  in  the  United  States,  of  which  my  univer- 
sity is  one.  We  refer  proudly  to  the  1862  and  to  the  1890  univer- 
sities, which  gave  us  the  opportunity  to  let  these  universities  be  es- 
tablished for  specific  purposes.  We  thank  Congress  for  those. 

We  believe  that  in  an  international  arena,  if  we  want  to  talk 
about  sustainability  and  linkages,  here's  an  opportunity  to  partially 
direct  not  all  the  funds — USAID-food  for  peace — ^but  some  of  the 
funds,  to  a  private  foundation  where  they  will  be  used  as  an  en- 
dowment and  the  interest  from  that,  plus  the  fact  that  this  Jamai- 
can Agricultural  Development  Foundation  will  also  solicit  funds 
from  the  private  sector,  such  as  do  many  foundations  of  univer- 
sities in  the  United  States,  and  that  will  help  that  college  of  agri- 
culture in  Jamaica  and  others  develop  their  full  potential. 

Mr.  Chairman,  I  recommend  that  you  and  your  subcommittee 
use  the  food  grant  concept  which  we  proposed  for  Jamaica  as  the 
model  for  the  sustainability  of  national  colleges  of  agriculture 
worldwide. 

Thank  you. 

[The  prepared  statement  of  Mr.  Caffey  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  Caffey. 

We  heard  testimony  yesterday  that  some  research  conducted  at 
land-grant  universities  in  the  United  States  was  applied  to  the  pro- 
duction of  sorghum  in  Africa.  How  extensive  has  the  State  Depart- 
ment been  in  its  use  of  America's  university  research  centers  to 
conduct  research  on  crops,  with  an  eye  toward  facilitating  our 
Third  World  development  efforts? 

Mr.  Caffey.  May  I? 

Mr.  Penny.  Yes. 

Mr.  Caffey.  The  Freedom  from  Hunger  Act  of  1977  really  set  the 
mode  for  this  development,  and  that  meant  that  we  were  encour- 
aged in  the  university  system  to  help  USAID  by  providing  backup 
along  with  our  programs  of  activities.  Now,  there  are  various  ways, 
not  only  AID  contracts,  but  we  had  the  CRSP  programs,  which  you 
heard  yesterday,  and  the  sorghum  program,  which  involved  those 
in  the  United  States — Texas  and  other  areas — that  had  to  have 
mutual  advantages  to  both  the  States  and  the  foreign  countries. 

So  you  have  a  lot  of  CRSP  projects.  The  sorghum  has  been  a  very 
successful  one,  the  peanut  program  has  been  a  very  successful  one, 
some  of  the  soils  programs  have  been  very  successful,  and  we  at 
my  university  have  been  involved  in  several  of  those.  But  the  fund- 
ing is  now  being  ceased  or  severely  reduced,  and  we're  finding  that 
where  the  U.S.  land-grant  universities  were  encouraged  to  be  in- 
volved in  international  activities,  that  mechanism  is  no  longer 
there,  and  we,  as  universities,  cannot  fund  them  from  State-appro- 
priated funds. 

Mr.  Curtis.  If  I  may,  Mr.  Chairman,  over  time  the  support  from 
the  U.S.  Government  for  research  has  diminished  drastically,  and 
1  think  the  CRSP  programs  have  gone  through  different  kinds  of 
reprogramming  exercises.  From  the  central  USAID  funds,  the 
CRSP  programs  were  funded,  which  were  strongly  interacting  with 
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different  institutions,  not  necessarily  educational  institutions,  in 
developing  countries.  But  at  the  country  level,  the  support  for  re- 
search by  individual  USAID  missions  has  been  losing  ground  more 
and  more. 

The  technologies  that  are  developed  in  the  United  States  to  meet 
our  needs  here  are  only  part  of  the  solution  to  meet  the  needs  of 
producers  in  other  countries.  There's  always  a  period  of  adaptation 
that  has  to  take  place.  Some  varieties  just  don't  work  in  other  set- 
tings, or  they  are  developed  for  a  different  set  of  labor  and  machin- 
ery than  can  be  found  in  the  developing  country. 

The  long-term  key  to  this  is  to  have  this  interaction  and  have  the 
host  country  institutions  as  active  participants  in  research  pro- 
grams, and  in  that  area  there  is  less  and  less  support — approach- 
ing zero — from  the  U.S.  Government  for  those  types  of  programs. 
They  tend  to  be  longer  term. 

Mr.  Caffey.  Mr.  Chairman,  could  I  add  one  other  thing? 

Mr.  Penny.  Yes. 

Mr.  Caffey.  The  U.S.  universities,  particularly  with  which  I'm 
acquainted,  have  also  been  able  to  develop  a  mechanism  so  that — 
our  student  component  is  very  much  a  part  of  this,  the  student 
training,  short-term  training  and  long-term  training  with  students. 
Many  universities,  including  mine,  have  a  mechanism  so  that  when 
a  student  from  one  of  those  areas  comes  to  Lx)uisiana  State  Univer- 
sity, he  or  she  may  be  allowed  to  go  back  and  do  that  research  in 
his  or  her  country,  provided  that  there  are  adequate  supervisory 
personnel  and  that  the  major  professor  goes  over  and  supervises  it. 
So  we're  making  lots  of  innovative  changes. 

Mr.  Penny.  In  the  past  when  American  land-grant  universities 
have  engaged  in  projects  in  the  Third  World,  and  I  know  there 
have  been  instances,  what  are  the  factors  that  contributed  to  the 
success  of  these  ventures,  and  what  are  the  factors  that  have  made 
some  of  these  initiatives  fail? 

Mr.  Curtis.  I  think  the  changes  that  were  made  in  the  late 
1970's  and  1980's  to  focus  on  macroeconomic  policies  in  the  Third 
World  and  to  encourage  and,  in  fact,  even  require  that  countries 
get  in  tune  with  the  international  marketplace  in  terms  of  policy 
signals  were  critical  for  success  after  that  and  are  a  partial  expla- 
nation of  the  failure  of  some  programs  before  that.  Some  of  the  re- 
search that  was  done  before  was  done  in  an  environmental  context, 
an  economic  context,  where  it  just  couldn't  work.  If  you  have  food 
prices  that  are  held  down  by  fiat,  you  just  can't  operate.  The  mar- 
ketplace was  not  permitted  to  function  at  all. 

The  programs  that  have  shown  the  greatest  amount  of  success, 
in  my  view — and  I  think  this  is  shared  by  my  colleagues  in  the 
land-grant  universities,  certainly  our  member  universities — is  the 
amount  of  training  that  was  done  in  the  past  in  individuals  for  de- 
gree and  graduate  degree  training, 

Mr.  Penny.  In-country? 

Mr.  Curtis.  No,  in  the  United  States,  and  then  they  return. 

Mr.  Penny.  I  see.  Here,  and  then  returning  them  back  to 

Mr.  Curtis.  The  dramatic  change  was  from  the  scholarships  that 
were  given  to  people  to  come  to  the  United  States,  get  advanced 
degrees,  and  then  return  to  their  country. 
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In  my  own  experience  in  Central  America — I  had  the  opportunity 
to  begin  and  end  there,  from  1970  until  1988 — the  difference  was 
dramatic  in  the  quality  and  the  number  of  people  that  were  ac- 
tively engaged  in  their  own  programs.  Most  of  those  people  were 
alumni  of  U.S.  universities,  who  had  been  supported  from  one  pro- 
gram or  another. 

This  type  of  training  is  also  going  down  in  numbers,  and  the 
tendency  seems  to  be  toward  short  term,  2-  to  3-week  study  tours 
or  focused  technical  training.  There  is  a  continuing  need  for  grad- 
uate degree  training  in  the  developing  countries. 

Mr.  PEN>fY.  Dr.  Caffey. 

Mr.  Caffey.  The  work  I  proposed  in  my  testimony  compliments 
what  you've  just  said,  Dr.  Curtis. 

But  I  would  like  to  answer  your  question  with  two  more  ideas. 
The  host  institution  resources  are  very  important.  It  should  be 
compatible.  At  Louisiana  State  University  Agricultural  Center,  we 
don't  react  to  every  project  that's  there  just  for  a  bid.  I  would  never 
react  to  such  an — international^— agricultural  proposal.  Now,  I  do 
interact  with  those  that  have  rice,  sugarcane,  and  cotton  and  those 
things.  We  are  rather  subtropical  down  in  Louisiana  and  many 
things  are  compatible. 

The  most  successful  thing  is  called  linkages,  and  that's  what 
USAID  and  OICD  have  tried  to  develop  over  time.  When  you  leave, 
are  you  closing  the  door  without  peepholes  or  without  it  being 
cracked  a  little  bit?  I  think  I  can  tell  you  without  a  project  being 
mutually  advantageous  not  only  to  the  developing  country,  but  to 
my  university,  then  it  won't  succeed.  There  will  be  no  linkages. 

But  I  can  cite  you  many  that  have  continued  long  past  the  termi- 
nation of  a  USAID  contract.  There  are  scientists,  there  are  univer- 
sities, and  there  are  people  who  interact  now  as  a  result  of  projects 
that  were  completed  5  and  10  years  ago.  Mutuality,  making  sure 
that  there's  a  university  match,  not  just  to  a  university  reputation, 
but  a  university  match  that  has  compatibilities  and  resources  to 
develop  those  projects. 

Mr.  Penny.  I  thank  you  both  for  your  testimony  and  for  your 
helpful  suggestions  this  morning. 

With  that,  I'll  call  forward  the  final  panel  for  this  hearing:  Carol 
Lancaster,  Deputy  Director,  USAID,  and  John  Miranda,  Acting  As- 
sistant Deputy  Administrator,  International  Cooperation  and  De- 
velopment Division  of  the  Foreign  Agricultural  Service,  USDA. 

Your  entire  testimony  will  be  included  in  the  record.  You're  free 
to  summarize  your  remarks  as  you  best  see  fit. 

Ms.  Lancaster. 

STATEMENT  OF  CAROL  LANCASTER,  DEPUTY  ADMINIS- 
TRATOR, U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Ms.  Lancaster.  Thank  you  very  much,  Congressman  Penny,  for 
inviting  me  back  to  your  subcommittee.  I'm  pleased  to  be  here 
today  to  share  some  of  our  thoughts  and  ideas  about  sustainable 
development,  food  security,  and  the  role  of  USAID  in  promoting 
those  very  important  goals.  You  have  my  statement  for  the  record, 
and  so  what  I'm  about  to  say  is  a  brief  summary  of  that. 

One  of  the  principal  goals  of  USAID  is  to  promote  sustainable  de- 
velopment abroad,  broad-based  sustainable  development — that  is  to 
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say,  development  that  benefits  broad  sectors  of  the  population  and 
is  sustainable  both  in  environmental  terms,  in  economic  terms,  and 
also  in  political  terms;  that  it  does  not  waste,  but  preserves  the  en- 
vironment, that  it  is  sustainable  finsincially  and  economically,  and 
that  those  who  benefit  from  these  activities  we  fund  will  support 
them  even  after  we  terminate  and  withdraw  our  funding. 

We  are  trying  to  take  as  integrated  an  approach  as  we  can  in  the 
specific  activities  we  finance  in  these  areas,  activities  in  the  broad 
categories  of  stabilizing  world  population  growth,  protecting  the  en- 
vironment, building  democracy,  and  encouraging  broad-based  eco- 
nomic growth,  realizing  that  what  you  do  in  one  area  always  can 
have  implications,  supportive  or  otherwise,  for  what  you  do  in  other 
areas.  We  are  trying  very  hard  to  make  sure  that  what  we  do  in 
one  area  does  in  fact  support  progress  toward  our  goals  in  other 
areas. 

We  also  recognize  that  we  cannot  do  everything,  particularly  now 
in  such  a  very  seriously  constrained  budgetary  environment.  We 
must  ask  the  hard  questions  about  what  it  is  we  can  do  best,  in 
what  areas  do  we  have  a  comparative  advantage,  and  what  areas 
other  donors,  other  governments,  other  international  institutions 
ought  to  be  focusing  on  or  are  focusing  on,  £ind  how  we  might  work 
with  them,  as  well  as  recipient  governments,  in  addressing  a  whole 
range  of  problems.  But,  ultimately,  we  can  only  address  some  of 
those  problems,  given  our  own  capacities,  and  experience  and  budg- 
et. 

Food  security  is  an  important  part  of  sustainable  development — 
we  recognize  that — and  the  definition  that  we  have  been  working 
with  in  USAID  for  some  time  is  a  very  broad  one.  It  talks  about 
all  people  at  all  times  having  the  physical  and  economic  access  to 
sufficient  food  to  meet  their  dietary  needs  for  a  productive  and 
healthy  life.  That,  as  I  said,  is  very  broad  and  very  ambitious. 

We've  made  some  progress  in  achieving  that  goal.  I  think  we 
have  to  recognize  that.  In  fact,  I  don't  know  whether  it  was  an  ex- 
aggeration or  not,  but  an  article  in  the  Washington  Post  yesterday 
recognized  that  as  well.  The  world,  not  just  USAJD,  has  made  some 
real  progress  in  expanding  the  production  of  foodstuffs.  The  article 
said  that  we  had  adequate  supplies  of  food  worldwide  and  would 
have  for  the  coming  time,  and  although  it  didn't  specify  the  number 
of  years,  I  felt  pretty  comfortable  after  I  read  that.  I  don't  know 
whether  the  projections  are  right  or  not. 

We've  made  some  real  progress  with  the  green  revolution  and 
other  improvements  in  plant  breeding,  no  question  about  it.  There 
have  been  nutritional  improvements,  too.  If  you  look  at  nutritional 
indicators,  going  back  over  a  10-  or  20-year  period,  you  can  see  in- 
dications of  those  improvements.  But  there's  an  awful  lot  still  to  be 
done  in  this  whole  area. 

We  need  to  maintain  the  gains  we  have  achieved  in  food  produc- 
tion. They're  under  attack  all  the  time  from  diseases,  from  pests, 
from  a  whole  range  of  threats.  We  need  to  be  able  to  expand  food 
production,  because  population  is  expanding,  and  particularly  we 
need  to  be  able  to  support  the  expansion  of  food  production  in  those 
areas  of  the  world  where  poverty  and  agricultural  development,  or 
agricultural  underdevelopment,  are  still  major  problems  and  where 
possibilities  exist  for  improvements  in  production.  We  need  to  make 
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sure  that  food  is  available  where  it's  needed  for  nutritional  pur- 
poses and  do  what  we  can  to  improve  access  to  an  adequate  diet. 
We  still  have  three-quarters  of  1  billion  people  that  are  said  to  be 
malnourished.  That  is  a  big  problem  and  one  we  must  continue  to 
address. 

We  have  worked  for  some  time  in  USAID  to  promote  food  secu- 
rity through  our  support  for  the  agricultural  sector  development.  I 
was  just  checking  this  morning  on  what  we're  spending  in  the  gen- 
eral area  of  agricultural  sector  development,  and  I  was  surprised 
at  how  much  it  was.  It  was  about  $530  million  in  1993,  and  in  that 
same  year,  in  addition  to  that  amount  of  money  for  agricultural  de- 
velopment, we  spent  about  $65  million  on  nutrition  improvements. 

This  is  a  significant  amount  of  our  work,  and  it  will  continue  to 
be  so,  even  though  our  total  budgets  are  going  down  and  the  abso- 
lute amounts  for  some  of  these  activities  are  also  declining. 

Food  aid  is  separate  from  that,  and  it's  also  a  very  important  in- 
strument in  our  panoply  of  instruments  that  we  use  to  achieve  food 
security.  Public  Law  480,  title  III  food  aid,  the  bilateral  grant  food 
for  development  program,  was  $334  million  in  1993.  That  is  falling 
to  around  $280  million  in  1994.  We  are  requesting  $160  million  in 
fiscal  year  1995,  reflecting  the  very  severe  budgetary  environment 
I  talked  about  before.  Nevertheless,  it  remains  very  important  to 
us,  and  we  want  to  maintain  the  program  and  improve  its  manage- 
ment and  implementation. 

Public  Law  480,  title  II — emergency  and  private  assistance  pro- 
gram that  allows  direct  feeding  and  private  voluntary  organiza- 
tions to  monetize  food  aid  for  various  projects,  is  estimated  to  be 
roughly  $821  million  in  this  fiscal  year,  dropping  to  a  requested 
$773  million  in  fiscal  year  1995. 

Both  of  these  programs  represent  a  significant  proportion  of  our 
overall  budget  for  food  and  agricultural-related  issues,  and  we 
value  them  for  that  reason  very  highly.  I  have  to  say,  though,  that 
we  recognize  we've  had  some  problems  with  the  title  III  program 
in  particular.  The  GAO  report  last  year  had  identified  some  of 
those  problems.  From  our  point  of  view,  one  of  the  main  problems 
is  that  the  legislation  sets  very  broad  criteria  for  allocating  and 
using  title  III  food  aid,  and  we  have  failed  to  prioritize  those  cri- 
teria sufficiently  to  allow  us  to  program  quickly  the  dwindling 
amounts  of  resources  we  have  under  this  program. 

We  are  now  working  within  USAID  on  a  policy  paper  that  will 
review  and  reform  the  way  this  program  is  managed — the  way  it 
is  allocated  and  the  way  it  is  used.  The  general  thrust  will  be  to 
focus  title  III  food  aid  more  narrowly  on  food  and  agricultural-re- 
lated activities,  including  promoting  agricultural  policy  reforms, 
but  with  somewhat  less  broad  use  of  the  resource  for  general  bal- 
ance of  payments  support  and  support  for  general  economic  re- 
forms. We  recognize  that  we  must  do  more  in  the  area  of  agricul- 
tural development  and  nutrition  improvement,  and  food  aid  pro- 
grams are  the  obvious  and  logical  tool  for  doing  that  work. 

The  effort  to  reform  title  III  food  aid  is  part  of  our  broader  efforts 
to  reform  much  of  what  USAID  does.  I  don't  think  there  has  ever 
been  a  time  in  the  agency's  history  when  more  changes  and  re- 
forms were  underway,  and  I  must  say  it  makes  for  a  difficult  time 
for  many  of  our  people.  But  it  is  a  time  that  offers  great  promise, 
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because  many  of  these  reforms  were  long  overdue.  We're  living  in 
a  different  world  right  now,  a  world  that  requires  a  different  agen- 
cy, an  agency  that  is  better  organized  to  meet  the  demands  and  the 
opportunities  and  the  needs  that  we  see  in  this  new  world.  I  will 
mention  just  a  few  of  these  reforms.  They  may  be  familiar  already 
to  the  subcommittee,  and  they  are  still  work  in  progress. 

The  one  that  we  are  spending  a  great  deal  of  our  time  on  right 
now  is  the  new  Foreign  Assistance  Act,  which  we  hope  will  be 
marked  up  in  the  House  and  the  Senate  and  passed  and  become 
the  legislative  basis  for  the  future  of  our  programs.  We  see  it  as 
a  very  important  part  of  the  general  effort  to  reform  and  redirect 
and  streamline  the  agency.  I  will  answer  any  questions  you  might 
have  on  the  nature  of  that  act. 

We  also  have  published  a  set  of  broad  strategy  papers  that  ex- 
plain where  we  will  be  concentrating  our  efforts  in  coming  years. 

I  mentioned  four  of  those  areas — stabilizing  population  growth, 
protecting  the  environment,  building  democracy,  and  encouraging 
broad-based  economic  growth — in  which,  of  course,  agriculture  and 
food  security  fit.  In  fact,  all  of  them  fit  one  way  or  the  other  with 
the  sort  of  underlying  theme  of  promoting  food  security.  A  fifth 
area  in  which  we  have  done  a  lot  of  work  in  the  past  and  will,  of 
course,  continue  to  work  in,  is  providing  humanitarian  relief  and 
assistance  where  it's  needed. 

We  are  also  in  the  process  of  reforming  and  revising  our  manage- 
ment systems.  I  won't  bore  you  with  the  details  of  that,  but  I  can 
say  that  management  systems  are  often  the  key  to  effective  per- 
formance, and  USAID's  management  systems  are  among  the  most 
complex  I  have  ever  encountered.  We  are  trying  to  improve  their 
effectiveness  in  areas  such  as  procurement,  program  planning,  and 
personnel. 

We're  doing  all  of  this  in  a  period,  as  I  mentioned  already,  of  se- 
vere budget  constraints.  It  would  be  a  lot  easier  to  do  it  in  a  period 
when  budgets  were  expanding  so  that  the  pain  we're  inflicting  with 
many  of  our  decisions  would  be  eased  by  a  more  generous  set  of 
programs.  Unfortunately,  these  reforms  have  coincided  with  very 
serious  budgetary  pressures,  and  we  simply  have  to  work  through 
it  all  and  hope  to  come  out  the  other  end  a  better  and  more  effec- 
tive agency. 

I'd  just  like  to  conclude  with  an  observation.  It's  appropriate,  it 
seems  to  me,  that  I  am — or  all  of  us  are — talking  about  food  aid 
and  the  future  of  food  aid  and  the  future  of  title  III,  in  particular, 
today.  This  is  1994.  It  is  the  40th  anniversary  of  the  first  Public 
Law  480  Act,  which  was  passed  in  1954.  It  has  provided  leadership 
worldwide.  Other  governments  have  adopted  and  implemented  food 
aid  programs.  We've  made  a  lot  of  progress  in  a  whole  variety  of 
areas  with  our  food  aid  programs.  It  is  an  appropriate  moment  to 
rethink  the  program  and  to  revise  it  in  light  of  the  new  farm  bill 
and  in  light  of  the  fundamental  changes  taking  place  in  the  way 
we  organize  our  agriculture  in  this  country. 

I'd  just  like  to  end  with  the  thought  that  for  us  in  USAID,  title 

II  and  title  III,  food  aid  remain  very  important  elements  in  our  ef- 
forts to  promote  sustainable  development  and  food  security  abroad, 
and  we  look  forward  to  their  continuing  to  do  so  in  the  future. 

Thank  you  very  much. 
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[The  prepared  statement  of  Ms.  Lancaster  appears  at  the  conclu- 
sion of  the  hearing.] 
Mr.  Penny.  Thank  you.  Next,  Mr.  Miranda. 

STATEMENT  OF  JOHN  A.  MIRANDA,  ACTING  ASSISTANT  DEP- 
UTY ADMINISTRATOR,  INTERNATIONAL  COOPERATION  AND 
DEVELOPMENT,  FOREIGN  AGRICULTURAL  SERVICE,  U.S.  DE- 
PARTMENT OF  AGRICULTURE 

Mr.  Miranda.  Thank  you,  Mr.  Chairman.  As  you  requested,  I'll 
submit  my  written  testimony  for  the  record,  and  I'll  make  some 
brief  oral  remarks. 

We'd  like  to  thank  you  for  the  opportunity  to  share  with  you  the 
work  of  the  International  Cooperation  and  Development — or,  as  we 
call  it,  ICD — program  area  of  the  Foreign  Agricultural  Service.  You 
may  be  aware  that  provisions  of  the  1994  Agriculture  Appropria- 
tions Act  and  Secretarial  memorandum  have  merged  the  Depart- 
ment's Office  of  International  Cooperation  and  Development  with 
the  Foreign  Agricultural  Service.  We're  one  of  the  first  in  line  for 
the  streamlining  effort. 

As  a  result,  we  are  currently  working  closely  with  our  counter- 
parts in  the  consolidated  agency  to  streamline  our  administrative 
functions  and  compliment  each  other's  program  areas.  We  are 
pleased  to  be  part  of  this  morning's  important  and  timely  hearing 
to  explain  ICD's  role  in  coordinating  international  sustainable  de- 
velopment activities  relating  to  U.S.  agriculture. 

Generally  speaking,  FAS'  mission  is  to  advance  the  interests  of 
the  agricultural  community  and  the  general  public  by  working  to 
develop  and  expand  foreign  markets  for  U.S.  food  and  agricultural 
products.  As  a  program  unit  of  FAS,  ICD's  own  programs  contrib- 
ute to  this  overall  mission  by  acting  as  the  link  for  the  Department 
of  Agriculture,  the  U.S.  university  community,  and  the  private  sec- 
tor to  the  developing  nations  of  Africa,  Asia,  Latin  America,  the 
emerging  democracies  in  Eastern  Europe,  and  the  newly  independ- 
ent States  of  the  former  Soviet  Union. 

We  do  this  through  the  implementation  of  international  scientific 
exchanges,  liaison  with  international  organizations,  the  manage- 
ment of  international  technical  assistance  and  training,  and  by 
sponsoring  international  collaborative  research.  These  activities  en- 
hance U.S.  agriculture's  global  competitiveness  as  well  as  help  sus- 
tain and  increase  income  and  food  availability  in  the  developing  na- 
tions by  mobilizing  expertise  to  help  foster  agriculturally  led  eco- 
nomic growth,  thereby  helping  these  countries  to  become  stronger 
trading  partners  in  the  future. 

These  international  efforts  have  proven  historically  to  lead  to 
medium-  and  long-term  trade  benefits  for  the  United  States  as  we 
help  these  countries  stabilize,  reform,  and  strengthen  their  agricul- 
tural sectors.  Growing  incomes  in  developing  countries  permit  peo- 
ple to  increase  their  purchasing  power  to  buy  more  imports  to  help 
meet  expanding  demands  for  a  larger  and  more  diverse  market 
basket  of  goods,  including  food,  fiber,  and  other  products.  Again, 
past  experience  demonstrates  that  this  does  lead  to  a  stronger  U.S. 
agricultural  community  through  increased  exports  of  U.S.  agricul- 
tural and  other  goods  and  services  to  fill  the  needs  of  our  neighbors 
and  friends  around  the  world. 
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ICD  is  a  small  organization  that  has  a  small  operating  budget. 
About  $7  million  is  appropriated  funds.  The  rest,  about  $35  million, 
are  reimbursable  funds  from  organizations  like  USAID,  inter- 
national organizations,  foreign  governments,  and  other  U.S.  agen- 
cies. 

Mr.  Chairman,  I  would  now  like  to  focus  specifically  on  each  of 
our  four  program  divisions  and  give  a  brief  overview  of  the  role 
each  plays  in  sustainable  agricultural  development.  I  will  begin 
with  a  description  of  our  largest  program  division,  the  Development 
Resources  Division. 

This  division  is  largely  funded  through  reimbursable  projects  and 
trust  funds.  It  plans,  manages,  and  coordinates  the  Department's 
technical  assistance  and  training  programs  to  assist  in  the  develop- 
ment of  agronomically,  institutionally,  and  economically  sustain- 
able agricultural  systems  in  low-  and  middle-income  countries.  It 
does  so  by  using  the  expertise  of  its  own  personnel,  other  agencies 
of  the  Department,  and  the  university  community. 

This  division  provides  significant  long-term  technical  assistance 
through  a  major  working  relationship  with  USAID.  This  technical 
assistance  is  focused  mainly  in  the  areas  of  forestry  and  natural  re- 
sources, soil  and  water  management,  plant  protection,  animal  and 
health,  information  management,  and  business  management  and 
administration. 

One  example  is  the  forestry  support  program.  This  program  is 
managed  jointly  by  USDA's  Forest  Service  and  ICD,  with  funds 
provided  by  USAID.  This  program  provides  international  forestry 
expertise  to  implement  forest  resource  management  programs 
worldwide.  Issues  of  concern  in  developing  countries  which  this 
program  addresses  include  tropical  deforestation,  environmental 
degradation,  agroforestry,  biological  diversity,  watershed  manage- 
ment, social  forestry,  and  integrated  pest  management. 

The  next  division  is  the  Research  and  Scientific  Exchange  Divi- 
sion. This  division  seeks  new  knowledge  and  technology  beneficial 
to  the  United  States  in  cooperating  countries  through  scientific  ex- 
changes and  collaborative  research  in  a  broad  range  of  subjects  in 
agriculture  and  forestry.  Many  of  this  division's  programs  are  di- 
rectly related  to  sustainable  agricultural  development  by  combining 
the  application  of  technical  research  and  consistent  investment  in 
human  capital. 

Through  their  scientific  exchange  program,  short-term  visits  be- 
tween United  States  and  foreign  scientists  are  supported  to  acquire 
scientific  and  agroeconomic  data,  special  research  techniques, 
unique  resources,  such  as  germ  plasm  or  biological  control  orga- 
nisms not  available  in  the  United  States,  and  to  consult  or  conduct 
field  work  on  scientific  problems  facing  U.S.  agriculture.  In  fiscal 
year  1993,  this  division  managed  99  exchanges  involving  32  coun- 
tries and  190  participants. 

One  of  the  important  pieces  of  trivia  I  first  learned  when  I  came 
to  this  organization,  Mr.  Chairman,  was  that  of  all  our  commercial 
crops,  only  two  of  them  are  indigenous  to  the  United  States.  So  it's 
very  important  that  we  get  over  to  these  other  countries  and  get 
the  germ  plasm  for  these  commercial  crops. 

Through  the  administration  of  collaborative  research  efforts,  the 
division  supports  long-term  collaborative  research  projects  between 
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U.S.  researchers  and  their  international  counterparts  on  high-pri- 
ority problems,  such  as  the  eradication  of  TCK  smut,  citrus  canker, 
or  the  Africanized  honeybee.  This  division  has  managed  more  than 
2,400  research  projects  in  35  countries.  Finally,  this  division  also 
has  a  reimbursable  research  program  operating  mainly  in  Egypt, 
India,  Thailand,  Eastern  Europe,  and  the  newly  independent 
States  of  the  former  Soviet  Union. 

A  third  division  is  the  Food  Industries  Division.  Its  programs  di- 
rectly emphasize  and  promote  human  resource  and  economic  devel- 
opment through  its  professional  development  program,  Cochran  fel- 
lowship program,  and  trade  and  investment  programs.  The  Food 
Industries  Division's  activities  focus  on  the  nonfarm  industries  re- 
lated to  the  food  and  fiber  system — namely,  fertilizer,  feed,  seed, 
and  equipment,  food  processing,  packaging,  wholesaling  and  retail- 
ing, and  wood,  fiber,  and  other  product  processing  and  distribution 
businesses. 

The  division's  technical  cooperation  efforts  are  best  reflected 
through  its  Cochran  fellowship  program.  This  program  assists  par- 
ticipating countries  in  developing  the  agricultural  systems  nec- 
essary to  meet  their  food  needs  and  to  strengthen  and  enhance 
their  linkages  with  U.S.  agricultural  interests.  Specifically,  this 
program  trains  young  professionals  from  middle-income  countries 
and  emerging  democracies  and  exposes  them  to  U.S.  systems, 
goods,  and  services  to  foster  mutual  trade  and  promote  sustainable 
development.  In  fiscal  year  1993,  631  Cochran  fellows  from  33 
countries  received  training  in  the  United  States,  including  rep- 
resentation from  11  countries  of  the  newly  independent  States  of 
the  former  Soviet  Union. 

Finally,  let  me  describe  the  work  of  our  fourth  and  last  program 
division.  This  is  the  International  Organization  Affairs  Division. 
This  division  is  funded  entirely  through  appropriated  funds.  It  acts 
as  the  Department's  liaison  with  international  organizations  and 
consultative  committees  concerned  with  global  food  and  agriculture 
and  the  environment.  These  organizations  include  the  Organization 
for  Economic  Cooperation  and  Development,  the  Food  and  Agricul- 
tural Organization  of  the  United  Nations,  the  World  Food  Program, 
the  Inter-American  Institute  for  Cooperation  in  Agriculture,  and  26 
other  organizations  whose  agendas  can  have  an  impact  on  U.S.  ag- 
riculture. 

Maintaining  a  strong  U.S.  presence  in  these  types  of  inter- 
national organizations,  many  of  which  now  have  major  efforts  fo- 
cused on  the  environment  and  sustainable  development,  helps  en- 
sure that  U.S.  views  are  known  and  responded  to.  This  representa- 
tion can  have  far-reaching  consequences  for  the  economic,  political, 
and  diplomatic  interests  of  the  United  States. 

In  closing,  Mr.  Chairman,  to  summarize  what  I  said  earlier,  ICD 
draws  upon  the  resources  of  the  USDA  agencies,  the  U.S.  land- 
grant  university  system,  other  Federal  agencies,  the  private  sector, 
and  in-house  expertise  to  provide  programs  and  projects  that  ad- 
dress the  challenges  of  achieving  more  sustainable  agricultural  sys- 
tems. It  is  this  working  relationship  with  these  institutions  that 
provides  the  key  link  that  enables  us  to  carry  out  effective  sustain- 
able development  programs. 
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With  the  expert  knowledge  in  our  in-house  staff,  which  includes 
over  40  former  Peace  Corps  volunteers,  we  at  ICD  understand  the 
relevant  connection  sustainability  plays  in  developing  potential.  We 
well  recognize  that  the  world  is  a  global  village,  whether  viewed 
from  the  perspective  of  trade,  nutrition  and  health,  or  the  environ- 
ment. ICD  is  proud  of  the  role  it  plays  in  helping  both  U.S.  agri- 
culture and  the  global  village  preserve  and  strengthen  our  vital  ag- 
ricultural sector.  We  continue  to  be  USDA's  window  to  the  world 
of  providing  unique  service  in  the  Department  for  U.S.  farmers  and 
their  neighbors  worldwide. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Miranda  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  Miranda. 

Ms.  Lancaster,  I  know  that  the  recommendation  for  the  revision 
in  our  foreign  aid  policies  is  now  under  review  before  another  com- 
mittee, and  hopefully  before  the  end  of  this  session  we  will  have 
approved  that  legislation,  perhaps  with  some  revisions. 

Yesterday  we  heard  testimony  from  the  Heritage  Foundation 
that  they  felt  that  more  focus  was  required  in  our  foreign  aid  ef- 
forts, but  they  took  issue  with  the  four  or  five  criteria  that  are  at 
the  heart  of  the  legislation  under  review  currently  and  suggested 
that  we  ought  to  place  as  a  first  and  foremost  criteria  something 
called  an  economic  freedom  index,  which  would  measure  a  nation's 
progress  and  commitment  to  economic  reforms  as  well  as  demo- 
cratic political  reforms,  and  then  everything  else — population  con- 
trol, environmental  degradation — would  be  secondary  concerns.  The 
first  concern  would  be  whether  the  country  was  trending  in  the 
right  direction  on  this  economic  and  freedom  index. 

The  basis  for  the  argument  was  their  analysis  that  over  time  we 
have  better  invested  and  obtained  a  better  return  on  our  invest- 
ment when  we've  committed  our  Nation  to  projects  in  those  coun- 
tries that  are  at  least  moving  on  the  economic  and  political  reform 
front  in  a  free  market  and  democratic  direction.  How  do  you  feel 
about  that  as  a  primary  criteria  for  foreign  involvement? 

Ms.  Lancaster.  Well,  Congressman  Penny,  I  haven't  had  a 
chance  to  look  at  their  economic  freedom  index,  so  I  won't  comment 
on  the  details  of  it.  Let  me  make  a  couple  of  comments. 

I  don't  think  there's  any  dispute  anywhere  in  this  town  or  else- 
where that  economic  reforms  that  bring  about  more  open  markets 
are  important  to  economic  progress.  The  experiment  in  com- 
munism/socialism, if  that's  what  it  was,  certainly  seems  to  have 
failed  pretty  decisively. 

We  do  take  into  account  a  government's  progress  toward  eco- 
nomic reform  and,  indeed,  its  capacity  for  economic  management, 
its  seriousness  about  managing  its  economy  effectively  and  also  its 
commitment  toward  goals  that  benefit  the  entire  country. 

I  would  be  a  little  uncomfortable  with  taking  a  single  indicator, 
however,  as  the  basis  for  making  all  of  our  decisions  about  provid- 
ing economic  assistance.  There  are  a  lot  of  things  that  we  want  to 
accomplish  with  our  foreign  assistance  programs.  Sustainable  de- 
velopment is  certainly  one  of  them,  but  we  also  want  to  address 
some  global  problems  such  as  rapid  population  growth  that  outruns 
the  resource  base  or  reducing  long-term  threats  to  the  global  envi- 
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ronment.  I  think  that  it  is  possible  to  address  some  of  those  prob- 
lems in  a  variety  of  countries  throughout  the  world  even  in  some 
cases  where  the  score  on  an  economic  freedom  index  may  not  be 

high.  .    .  .      . 

Obviously,  there  are  certam  mmimum  criteria  we  must  take  into 
account  when  we  consider  doing  an  aid  program  in  a  country,  and 
probably  the  most  basic  one  is  that  a  country  has  to  have  an  ac- 
ceptable human  rights  record.  We  can't  really  justify  doing  work  in 
countries  that  are  gross  and  frequent  abusers  of  human  rights, 
even  though  we  will  feed  starving  people  in  those  countries  when 
we  physically  can.  But  we  would  hesitate  to  have  a  single  measure 
as  the  primary  criterion  for  decisionmaking  because  there  are  mul- 
tiple reasons  why  we  provide  assistance. 

A  second  thing  that  would  make  me  uncomfortable  about  an  eco- 
nomic freedom  index  is  the  difficulty  of  judging  who  is  free  and 
how  much  freedom  is  necessary  to  trigger  a  cutoff  or  the  initiation 
of  an  aid  program.  We  have  tried  to  measure  the  immeasurable  in 
the  past  and  have  found  it  to  be  very  controversial  and  very  dif- 
ficult. 

Again,  I  don't  know  what  their  methodologies  are,  so  they  may 
have  stumbled  onto  something  that's  really  effective,  but  I  think  a 
lot  of  this  ends  up  being  judgmental.  Since  we're  juggling  a  number 
of  concerns  in  any  of  our  assistance  decisions,  I  think  we  just  have 
to  try  to  make  the  best  professional  judgments  we  can,  taking  into 
account  the  full  range  of  concerns.  However,  I  would  be  very  inter- 
ested in  seeing  what  they've  got  in  mind. 

Mr.  Penny.  Well,  let  me  share  with  you  the  testimony  just  so  you 
can  have  the  benefit  of  their  input.  The  index  does  measure  several 
factors,  so  it's  not  just  a  single  item  that  would  be  a  determinant, 
and  even  though  they  make  the  case  for  the  index,  as  I  heard  the 
testimony  yesterday,  they  did  acknowledge  that  some  flexibility 
needed  to  be  evident  in  the  application  of  that  index,  because  you 
may  have  some  countries  that  aren't  very  far  along  the  road  toward 
economic  reform  or  political  reform,  but  the  trend  line  has  been  es- 
tablished. 

Their  view  was  that  the  other  objectives — population  control — 
are  better  achieved  when  we  know  that  we've  got  an  economic  and 
a  political  system  that  is  more  open  and  that  the  money  is  more 
likely  to  achieve  its  objective  when  we're  dealing  with  countries 
that  have  a  commitment  to  that. 

Anyway,  I  wanted  to  share  that  with  you,  because  I  thought  that 
as  we  attempt  to  bring  some  better  definition  to  our  foreign  aid 
commitment,  that  while  I  have  no  quarrel  with  the  priorities  that 
you've  laid  out  in  your  legislation,  this  seemed  to  be  another  con- 
sideration that's  worth  looking  at  in  this  process. 

And  my  committee  can't  control  that.  That's  a  Foreign  Affairs 
Committee  question,  but  I  think  at  the  very  least  I'll  provide  to  you 
and  to  my  colleagues  on  the  Foreign  Affairs  Committee  yesterday's 
testimony  so  they  can  think  about  that  in  the  development  of  the 
bill. 

I'm  also  pleased  to  learn  that  you've  recently  visited  a  FINCA 
project,  and  we  heard  testimony  from  this  microenterprise  credit 
organization  yesterday  as  well  as  a  similar — I  think  it's 
CARESBAC— a  similar  program  run  by  CARE.  I  heard  that  USAID 
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is  looking  at  establishing  a  central  fund  of  sorts  to  provide  a  credit 
program  for  small-  and  medium-size  enterprises,  and  I'm  just  curi- 
ous where  that  stands. 

Ms.  Lancaster.  We're  going  to  set  up  what  we're  calling  a 
microenterprise  innovation  grant  program,  which  will  be  located  in 
one  of  our  central  bureaus,  the  Global  Affairs  Bureau,  which  will 
be  used  to  encourage  new  microenterprise  programs  in  the  field. 
That  is  in  the  process  of  being  established  right  now.  We  will  con- 
tinue to  do  a  lot  more  microenterprise  lending  through  our  field 
missions,  but  this  is  an  effort  to  stimulate  more  attention  to 
microenterprise  lending. 

Mr.  Penny.  Now,  would  this  be  a  fund  administered  in-country 
by  USAID,  or  would  this  be  a  fund  that  would  support  PVO's  that 
are  trying  to  establish  these  projects  overseas? 

Ms.  Lancaster.  Almost  all  of  our  microenterprise  work  is  actu- 
ally done  through  intermediary  organizations,  mainly  PVO's,  al- 
though I  suspect  that  there  are  some  financial  organizations  as 
well.  This  will  continue  to  be  the  way  we  work,  because  the  PVO's 
have  enormous  experience  and  a  very  good  track  record  on  this 
kind  of  activity. 

Mr.  Penny.  We  also  had  a  witness  yesterday  suggest  that  while 
you  indicate  a  $65  million  commitment  to  nutrition  programs,  that 
within  USAID  you  don't  have  personnel  that  are  trained  and  capa- 
ble of  carrying  out  the  nutrition  programs.  One  of  the  witnesses 
yesterday  said  that  there's  really  only  one  slot  at  USAID  where 
there's  a  certified  nutritionist  filling  that  position,  and  I'm  just  cu- 
rious whether  that's  a  legitimate  criticism  and  how  you're  address- 
ing the  nutrition  issues. 

Ms.  Lancaster.  You  won't  be  surprised  that  I  was  warned  you 
would  ask  this  question  today,  and  so  I  checked  this  morning  to 
find  out  what  the  story  was.  I  don't  know  about  certified — I'm  not 
sure  what  that  means — but  we  have  two  individuals  trained  in  nu- 
trition in  the  Bureau  for  Humanitarian  Response,  and  we  have  five 
experts  in  nutrition  in  the  nutrition  office  in  the  Global  Affairs  Bu- 
reau. 

But  it's  worth  bearing  in  mind  that  USAID  in  general,  over  the 
last  couple  of  decades,  has  gradually  reduced  the  number  of  tech- 
nically expert  people  in  the  agency  in  all  areas,  and  often  those 
who  are  technically  expert  move  into  management  positions.  We  re- 
gret this,  and  we're  going  to  try  to  turn  it  around  in  the  next  cou- 
ple of  years,  but  continuing  limitations  on  both  personnel  ceilings 
and  USAID  operating  expense  budgets  will  limit  new  hiring  in  all 
sectors. 

We  do,  however,  purchase  all  kinds  of  technical  skills  through 
personal  service  contracts  and  other  contractors.  We  can  implement 
nutritionally  oriented  programs  the  same  way  we  implement  agro- 
nomic programs  or  other  technically  oriented  programs,  by  con- 
tracting with  the  experts  outside  of  the  agency. 

So  I  think  the  numbers  of  U.S.  direct  hires  is  not  a  good  reflec- 
tion of  our  abilities  to  implement  nutritional  programs. 

Mr.  Penny.  Well,  fair  game  to  let  you  respond  to  that  concern, 
and  I  appreciate  your  anticipating  the  question. 

Mr.  Miranda,  is  the  FAS-ICD  fit  a  good  fit,  in  your  judgment? 
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Mr.  Miranda.  Yes,  Mr.  Chairman.  We  have  a  lot  of  compHmen- 
tary  programs,  and  as  you  may  know,  this  decision  to  merge  has 
been  thought  about  for  the  last  2  or  3  years,  so  we've  had  a  lot  of 
time  to  start  working  together. 

Mr.  PEisnsfY.  Are  there  other  departmental  divisions  that  could 
also  be  brought  under  the  same  umbrella,  or  does  this  pretty  much 
cover  the  bases? 

Mr.  Miranda.  I  think  on  the  international  side,  this  probably 
covers  the  bases  for  the  Foreign  Agricultural  Service. 

Mr.  Penny.  The  Department,  I  believe,  is  trying  to  use  the  FAS 
more  for  market  development.  At  least,  I  get  a  sense  that  there's 
a  desire  to  reform  the  FAS  so  it  becomes  more  of  a  market- 
identifjdng  and  market-development  entity.  Is  that  at  all  at  cross- 
purposes  with  your  division  when  the  focus  is  not  so  much  finding 
American  markets  as  it  is  developing  local  productive  capacity 
within  these  countries? 

Mr.  Miranda.  Well,  there  is  a  move  to  try  to  do  more  market  de- 
velopmentj  and  I  think  the  view  in  ICD  is  that  we  are  part  of  the 
market  development  continuum.  A  lot  of  what  we  do  is  to  build  net- 
works overseas,  to  make  friends  overseas,  to  build  trust  overseas, 
and  that  this  hopefully  would  eventually  lead  to  better  trade  part- 
ners down  the  road.  We  also,  of  course,  help  countries  improve 
their  economy  and,  therefore,  they  have  more  disposable  income  to 
buy  additional  products  from  the  United  States. 

But  it's  the  networking,  I  think,  that  is  the  key  here.  We've  had 
many  people  who  have  come  over,  years  ago,  on  some  of  our  train- 
ing programs,  really  got  their  first  experience  of  working  with 
someone  from  the  United  States  through  some  of  our  programs, 
and  they've  become  friends  of  the  United  States,  and  I  think  this 
has  led  to  positive  trade  relationships. 

Mr.  Penny.  What's  the  relative  stafTmg  level  when  comparing 
FAS  personnel  numbers  with  OICD? 

Mr.  Miranda.  We're  about  one-fourth  of  the  size  of  the  Foreign 
Agricultural  Service. 

Mr.  Penny.  And  the  allocation  of  personnel?  How  many  person- 
nel within  your  division  are  administrative  and  at  the  Washington 
level,  and  how  many  are  on  the  ground  in  other  nations? 

Mr.  Miranda.  Right  now  we  only  have  three  people  stationed 
overseas.  Actually,  two,  and  one  on  the  way  to  Uganda  now.  The 
rest,  210  or  so  people,  are  here  in  Washington 

Mr.  Penny.  Providing  support? 

Mr.  Miranda.  Managing  projects,  providing  support 

Mr.  Penny.  So  who  actually  handles  the  projects,  if  you've  only 
got  a  handful  of  people  that  are 

Mr.  Miranda.  Basically  what  we  do  is  we  get  into  an  agreement 
with  an  organization  like  USAID  or 

Mr.  Penny.  So  you  manage  the 

Mr.  Miranda.  We  actually  do  the  management,  and  we'll  go 
to 

Mr.  Penny.  Contract  with 


Mr.  Miranda.  Well,  not  so  much  contract,  but  we'll  go  to  the  Soil 
Conservation  Service  if  we  need  a  soil  scientist,  or  if  we  need  a  for- 
ester, we'll  go  to  the  Forest  Service.  We'll  pull  a  team  together,  and 
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either  we'll  send  them  overseas,  or  we'll  put  a  resident  overseas, 
if  that's  what's  required. 

Mr.  Penny.  So  it's  not  like  FAS,  where  we  have  a  significant 
component  dispatched  to  different  Embassies  around  the  globe. 

Mr.  Miranda.  Not  on  a  full-time  basis.  Now,  we'll  usually  have 
200-plus  people  overseas  at  any  given  time  in  a  number  of  coun- 
tries  

Mr.  Penny.  When  you  say  200,  it's  sort  of  these  contract  employ- 
ees that  are  being  managed  by  the  Washington  personnel,  that 
you've  got  people  hired  for  a  short-term  project  in  one  country  or 
another. 

Mr.  Miranda.  That's  right.  Or  loaned  from  another  agency. 

Mr.  Penny.  How  will  they  relate  to  FAS  in  the  future,  now  that 
you're  part  of  the  same  division  at  the  Department,  when  you  go 
into  a  country? 

Mr.  Miranda.  We  don't  expect  that  there  will  be  any  change  in 
the  relationship  side.  We  work  very  closely  with  the  attaches  and 
counselors  overseas  now,  and  almost  all  of  our  teams  go  through 
that  office  or  relate  to  that  office  in  one  way  or  the  other.  So  bring- 
ing us  closer  together  will  just  enhance  that  cooperative  spirit,  I 
believe. 

On  the  administrative  side,  the  only  place  we  see  a  major  change 
will  be  consolidating  our  administrative  functions  with  the  FAS  ad- 
ministrative services. 

Mr.  Penny.  It  seems  to  me  that  Secretary  Espy  is  as  aggressive 
as  any  Secretary  in  implementing  the  President's  desire  to  reorga- 
nize agencies  and  downsize  the  workforce.  In  your  newly  con- 
structed arena,  have  you  a  picture  yet  as  to  where  those  personnel 
reductions  are  going  to  fall? 

Mr.  Miranda.  Yes,  Mr.  Chairman.  We've  actually  taken  a  num- 
ber of  decisions  over  the  last  couple  of  years  in  anticipation  of  this 
where  we've  cut  out  a  number  of  managerial-level  units,  and  then 
we're  expecting  there  will  be  at  least  a  7  percent  cut  in  the  admin- 
istrative staff  as  these  units  come  together. 

Mr.  Penny.  There  will  be  how  high  of  a  cut? 

Mr.  Miranda.  Seven  percent. 

Mr.  Penny.  Seven  percent  at  the  administrative  level? 

Mr.  Miranda.  Yes. 

Mr.  Penny.  I  appreciate  both  of  you  appearing  this  morning  and 
bringing  up  the  caboose  on  this  series  of  panels.  I  hope  to  use  to- 
day's hearing  in  a  few  ways.  One  is  to  provide  some  input  to  the 
Foreign  Affairs  Committee  as  they  review  our  AID  and  other  for- 
eign assistance  legislation.  Another  is  to  feed  some  of  what  we  hope 
to  do  on  the  FAS  side,  because  as  we  anticipate  the  1995  farm  bill, 
that  program  is  one  in  which  I  think  we  want  to  work  closely  with 
Secretary  Espy  to  kind  of  refocus  and  direct  in  a  slightly  different 
way,  and  we  want  to  get  some  of  the  groundwork  for  that  done  this 
year  so  that  they  can  step  right  into  it  during  the  1995  farm  bill. 

So,  again,  I  really  appreciate  all  of  the  witnesses  who  have  ap- 
peared over  the  last  2  days.  I  found  the  testimony  quite  instructive, 
and  we  intend  to  follow  up  with  more  specific  hearings  later  in  the 
year  on  FAS,  so  I  expect  that  if  that  doesn't  bring  you  back,  Mr. 
Miranda,  it  will  bring  one  of  your  counterparts  back  as  we  get  into 
that  area  in  more  detail. 
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And,  Ms.  Lancaster,  it's  always  great  to  have  you  stop  by  and 
work  with  the  committee,  and  we  look  forward  to  continuing  our 
relationship  in  the  next  several  months. 

Ms.  Lancaster.  Thank  you. 

Mr.  Penn\'.  The  meeting  stands  adjourned. 

[Whereupon,  at  12  noon,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.l 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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Statement  of  Donald  D.  Cohen 
President,  Volunteers  in  Overseas  Cooperative  Assistance 

Mr.  Chairman  and  members  of  the  Committee,  it  is  a  pleasure  to  testify  before  you  this 
morning  on  technical  assistance  in  agriculture  and  its  importance  to  sustainable  development. 

Volunteers  in  Overseas  Cooperative  Assistance,  VOCA,  provides  technical  assistance  to 
developing  countries  in  agriculture,  agrobusiness,  and  the  environment.  VOCA  has  been  in 
operation  for  23  years.  Thanks  to  the  efforts  of  our  volunteers  and  support  of  the  Congress,  and 
in  particular,  this  Committee,  we  have  been  able  to  expand  to  meet  the  growing  needs  for  short 
term  volunteer  technical  assistance.  Last  year  VOCA  implemented  763  projects  in  25  countries 
with  major  programs  in  Eastern  Europe,  the  Newly  Independent  States,  Bolivia,  Uganda  and 
Egypt. 

Although  VOCA  volunteers  now  work  at  all  technical  levels,  it  is  still  known  throughout  the 
world  as  the  Farmer-to-Farmer  program.  It  is  still  based  on  the  premise  that  through 
cooperative  effort  sustainable  development  can  be  achieved.  It  is  a  demand-driven  organization 
in  that  the  community  based  organizations,  agribusinesses,  cooperatives,  and  farmer  associations 
with  which  we  work  must  first  define  the  challenges  they  want  addressed  before  requesting 
assistance.  We  then  respond  to  these  expressed  needs  with  experienced  professionals  who 
volunteer  their  time  and  talents.  It  is  their  desire  to  give  something  back  to  a  world  from  which 
they  have  derived  their  own  professional  rewards  and  satisfaction,  that  is  the  energy  source  of 
our  organization.  This  volunteer  approach  gives  a  unique  cast  to  the  technical  assistance 
relationship  with  the  beneficiary  organizations  in  as  much  as  these  volunteers  frequently 


178 


undertake  commitments  and  build  personal  relationships  that  extend  far  beyond  the  term  of  the 
particular  assignment. 

Through  the  Farmer-to-Farmer  program,  VOCA  was  one  of  the  first  organizations  to  be  on 
the  scene  in  Eastern  Europe  with  a  program  in  Poland,  and  again  one  of  the  first  to  place 
volunteers  in  the  Newly  Independent  States.  Thirty-eight  percent  of  our  projects  are  in  the 
Newly  Independent  States  of  the  former  Soviet  Union  and  forty  percent  are  in  Central  and 
Eastern  Europe.  The  examples  I  sight  today  will  be  largely  drawn  from  this  experience,  but  I 
believe  the  principles  are  equally  applicable  to  our  programs  in  Central  and  South  America, 
Africa  and  Asia. 

Based  on  VOCA's  experience  over  the  past  23  years,  I  would  like  to  emphasize  two  points: 

A  growing  agricultural  economy  is  essential  to  sustainable  development  from  a  economic, 
political,  as  well  as  an  environmental  point  of  view.  Secondly,  technical  assistance,  which  is 
demand-driven,  responds  to  local  needs  and  helps  builds  community-based  indigenous 
institutions  does  work  and  works  quite  well.  It  must  be  a  major  component  of  assistance 
programs  designed  to  achieve  sustainable  development. 

In  recent  years,  less  attention  has  been  given  to  the  problems  of  agricultural  development 
by  the  donor  community.  We  believe  this  is  a  mistake.  If  this  de-emphasis  continues,  it  could 
undermine  the  progress  achieved  in  basic  food  security  in  a  number  of  countries  and  the 
economic  base  for  sustainable  development  and  the  political  institutions  for  a  transition  to  a 
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democratic  society. 

There  are  important  long-term  and  short-term  reasons  for  a  sustained  commitment  to 
agricultural  development.  Research  experts  tell  us  there  needs  to  be  a  constant  flow  of  new 
technology  to  production  agriculture  if  there  is  to  be  any  likelihood  of  maintaining  a  flow  of 
consumption  and  agricultural  products  adequate  to  meet  the  growing  demand.  Many  feel  that 
we  do  not  yet  have  in  our  grasp  the  next  round  of  technological  improvements  needed  to  sustain 
increasing  food  production  and  it  is  clear  that  not  all  the  policies  and  institutions  are  in  place. 


From  a  socio-economic  standpoint,  many  argue  that  rapid  urbanization  of  developing 
countries  requires  a  refocusing  away  from  rural  areas  to  the  needs  of  these  urban  centers.  I  do 
not  dispute  the  importance  of  giving  attention  to  the  emerging  urban  issues.  However,  there  is 
considerable  experience  to  suggest  that  recently  urbanized  populations  maintain  communal  as 
well  as  economic  ties  to  their  village  and  rural  society.  They  remain  heavily  influenced  by 
political  and  economic  change  occurring  in  their  family  rural  areas. 

Investments  in  agriculture  also  make  sense  as  they  are  likely  to  provide  more  rapid 
employment  and  economic  benefits  than  comparable  investments  in  infrastructure  or  medium  and 
heavy  industry.  Frequently,  the  investment  period  is  a  single  crop  cycle.  In  addition,  from  an 
employment  perspective,  small  scale,  private  farmer  associations  or  agro-business  enterprises 
can  be  scaled  to  market  demand  <uid  require  far  lower  amounts  of  initial  capital  investment. 
This  is  part  of  the  reason  why  small  scale  enterprise  is  being  recognized  widely  as  the  principal 
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source  of  employment  growth.    If  we  are  to  achieve  sustainable  growth,  we  cannot  afford  to 
continue  to  ignore  these  contributions  from  agriculture  and  rural  communities. 

The  second  point  I  would  like  to  make  is  that  short-term  technical  assistance  can  be  a  very 
effective  tool  in  promoting  sustainable  agricultural  development.  As  mentioned,  VOCA  believes 
strongly  that  external  technical  assistance  must  be  community-based  and  demand-driven.  When 
a  benefiting  organization,  be  it  an  individual  farmer,  a  farmer  association,  or  an  agro- 
industry,  has  identified  the  problem  and  has  assumed  responsibility  for  seeking  VOCA 
assistance,  you  have  the  kind  of  institutional  commitment  that  maximizes  the  effective  use 
of  that  technical  assistance.  When  you  partner  that  organization  with  a  volunteer  expert 
who  brings  his  or  her  own  special  commitment  to  finding  an  effective  solution  to  the 
problem,  you  have  a  very  powerful  tool  for  z  xomplishing  sustainable  change. 

VOCA's  program  in  Central  and  Eastern  Europe  was  recently  evaluated  by  a  team  of 
external  evaluators.  VOCA's  programs  in  five  countries,  Poland,  Czech  Republic,  Slovakia, 
Hungary  and  Albania,  were  covered  and  interviews  were  held  with  seventy-seven  beneficiary 
organizations  who  had  hosted  a  total  of  175  VOCA  volunteers. 

I  would  like  to  share  with  you  some  of  the  conclusions  of  this  external  evaluation  because 
they  provide  independent  support  of  the  points  I  am  trying  to  make.  I  am  proud  of  my 
organization,  and  even  more  proud  of  the  volunteers  who  provide  the  technical  assistance,  but 
my  purpose  is  not  to  praise  VOCA.  I  feel  that  the  conclusions  of  the  evaluation  are  broadly 
applicable  to  technical  assistance  programs  that  work  at  the  local  level  with  small  scale  private 
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and  community  organizations  and  address  the  needs  identified  by  those  organizations. 

The  evaluation  found  that  VOCA's  work  in  these  countries  made  a  demonstrable 
positive  impact  on  the  clients  they  served.  Quantifiable  and  qualitative  changes  were  noted 
in  the  operations  of  nearly  all  businesses,  organizations,  and  institutions  which  VOCA 
volunteers  assisted.  The  degree  of  impact  varied  with  any  impediments  due  primarily  to  macro 
constraints  (economic,  policy,  and  regulatory),  and  only  secondarily  by  the  clients'  attitude 
towards  change.  In  the  overwhelming  number  of  cases,  VOCA  volunteers'  recommendations 
were  found  to  be  relevant  to  the  clients'  needs  and  important  to  the  growth  and 
development  of  the  clients'  operation. 

The  evaluation  documented  cases  where  VOCA's  clients  served  as  free  enterprise 
models  for  other  businesses  and  organizations  stimulating  competition  among  other 
enterprises  undergoing  transformation.  The  evaluation  team  found  good  examples  of  how 
demonstrable  benefits  extended  beyond  the  individual  clients  who  worked  with  the  VOCA 
volunteers.  The  development  of  better  quality  and  new  products  was  well  documented  in  all  five 
countries  visited.  The  demonstration  effect  of  better  businesses  and  cooperative  organizations 
was  seen  in  Poland,  Slovakia,  and  Czechia,  and  to  a  lesser  extent,  in  Hungary.  In  all  five 
countries  VOCA  worked  to  strengthen  the  intermediate  organizations  which  served  producers, 
suppliers,  food  processors,  and  distributors.  In  addition,  there  were  numerous  cases  in  which 
VOCA  had  been  active  in  linking  clients  to  other  service  providers. 

I  do  not  want,  however,  to  leave  the  impression  that  technical  assistance  is  always  a 
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sufficient  answer.  It  is  evident  in  our  projects  in  Eastern  Europe  and  even  clearer  in  our 
programs  in  the  Newly  Independent  States  that  shortages  of  even  relatively  small  amounts 
of  credit  for  working  capital  or  new  investments  limit  the  effectiveness  of  technical  advisors. 
Local,  market  based  credit  institutions  are  a  necessary  component  of  sustainable 
development  in  rural  areas. 

The  evaluation  also  noted  other  benefits  which  are  important  to  sustainabiiity.  Many  of 
VOCA's  clients  have  been  covered  by  the  media  as  "examples  of  how  business  operates  in  a  free 
market  economy."  This  publicity  serves  to  bolster  public  awareness  of  and  confidence  in  the 
economic  and  democratic  transitions  which  are  taking  place  in  Central  and  Eastern  Europe. 

When  VOCA  places  an  American  volunteer  to  work  with  the  client,  the  client  is  exposed 
not  only  to  the  mechanics  of  operating  a  successful  business,  but  to  a  range  of  ideas  and  methods 
that  are  ingrained  in  the  institutions  of  free  enterprise  and  democracy.  To  quote  the  evaluation, 
the  evidence  for  this  was  reinforced  by  the  almost  universal  comment  from  interviewees,  that 
they  "greatly  valued  and  appreciated"  the  free  market  principles  and  concepts  that  they  learned 
from  volunteers. 

In  addition,  the  relationships  American  volunteers  form  with  their  counterparts  in  the  Central 
and  Eastern  European  countries  have  in  most  cases,  extended  beyond  the  life  of  the  assignment. 
The  level  of  interaction  ranges  from  on-going  business  advice  to  occasional  exchanges  of  cards 
and  letters.  Finally,  many  VOCA  volunteers,  when  they  return  home,  speak  publicly  or  write 
about  their  experience,  which  helps  to  educate  the  public  about  the  U.S.  foreign  assistance 


183 

program  in  Central  in  Eastern  Europe. 

Sustainability  can  be  defined  in  a  number  of  ways.  Clearly  it  has  an  environmental 
connotation.  VOCA  has  recently  established  a  Volunteer  Environmental  Corps,  the  VEC,  and 
is  becoming  increasingly  involved  in  agriculturally-related  environmental  issues.  Sustainability 
is  also  defined  in  economic  terms.  Can  the  investments  of  human  resources  and  capital  which 
VOCA  programs  support  meet  the  test  of  survival  in  a  free  market  economy? 

However,  it  is  important  to  think  of  sustainability  in  a  political  context.  By  working  with 
private  change  agents,  community  leaders,  entrepreneurs,  or  fanner  association  leaders, 
and  responding  to  their  needs,  technical  assistance  can  play  a  vital  role  in  supporting 
democratic  change.  Democracy  needs  roots  in  a  civil  society  of  institutions  and  associations 
that  represent  peoples  interests  and  help  meet  peoples  needs.  Sustained  development  will 
not  happen  unless  people  participate  directly  in  decisions  affecting  their  economic  destiny. 
YOGA'S  volunteers  come  from  this  democratic  environment  and  help  implant  it  in  the 
organizations  with  which  they  work.  As  we  have  seen  in  Eastern  Europe,  short-term  technical 
advisors  are  also  live  demonstrations  of  democratic  development.  The  relationships  that  develop 
frequently  build  bridges  of  understanding  and  cooperation  that  last  far  beyond  the  individual 
volunteer  assignments. 

It  is  hard  to  quantify  the  broader  benefits  of  such  relationships,  but  I  would  not  be  in  this 
business  if  I  did  not  believe  mutual  understanding  and  cooperation  are  important  to  democratic 
development  and  essential  parts  of  the  fabric  of  a  sustainable  peace. 
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VOCA  has  only  recently  begun  its  program  in  Russia  and  the  other  Newly  Independent 
States.  The  history  of  Communism  in  these  countries  is  twice  as  long  as  it  was  in  Eastern 
Europe  and  the  footprint  of  Communist  economic  policies  and  institutions  was  much  broader  and 
heavier.  The  private  farmer  or  businessmen  in  the  rural  areas  faces  price  controls,  rationing  of 
inputs,  a  serious  lack  of  credit,  or  of  usury  interest  rates,  and  insecure  land  titles.  Russia's  rural 
population,  it  is  nearly  40  million  people  with  27%  of  the  total  population.  There  is  no 
extension  system  and  existing  training  and  research  institutes  in  the  rural  areas  are  still  primarily 
geared  to  suppwrting  the  state  collective  farm  system.  Russian  farmers  suffer  the  curse  of 
specialization  making  it  especially  difficult  and  frightening  for  them  to  leave  the  security  of  the 
state  collective  farm.  In  addition,  the  lack  of  an  alternative  social  services  structure  based  on 
local  taxes  and  citizens  making  spending  and  funding  decisions  at  the  local  government  level, 
means  continued  reliance  on  and  resistance  to  a  change  in  the  state  collective  farm  system. 

In  spite  of  these  and  many  more  impediments  to  entrepreneurship,  there  is  strong 
evidence  that  a  private  market  system  is  emerging  in  the  countryside.  There  are  now  over 
275,000  private  commercial  farmers  in  Russia  involved  in  every  aspect  of  agricultural 
production,  processing,  and  marketing.  Farmer  owned  enterprises  and  cooperative 
associations  are  being  created  as  the  answer  to  farmer  inputs,  supplies  storage,  processing, 
and  marketing  problems.  There  were  over  1,700  registered  farmer  cooperatives  by  the  end 
of  1993.  In  1993,  22%  of  the  cattle,  25%  of  the  hogs,  35%  of  the  sheep  and  goats,  and  33% 
of  the  poultry  were  held  by  private  owners  in  Russia.  Also  in  1993,  private  farmers,  gardeners, 
and  dacha  owners  produced  78%  of  the  potatoes,  55%  of  all  vegetables,  69%  of  all  fruits  and 
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berries,  31%  of  the  milk,  and  36%  of  the  eggs. 

The  risk  these  entrepreneurs  are  taking  needs  to  be  recognized  and  supported.  Building 
a  market  economy  in  Russia  and  the  other  Newly  Independent  States  will  not  be  easy. 
Building  the  local  community  organizations  to  represent  the  needs  of  rural  populations  will 
not  be  easy.  But,  both  must  be  done  if  democracy  is  to  have  a  chance  in  these  countries. 
VOCA  and  the  other  U.S.  organizations  working  at  the  local  level,  responding  to  local 
needs,  can  help  those  willing  to  take  the  risks  to  make  a  difference.  This  contributes 
directly  to  the  development  of  a  sustainable  market  economy  and  continued 
democratization.  To  do  so,  we  need  continued  support.  This  is  a  long-term  process.  We 
are  prepared  to  make  that  long-term  commitment  to  the  effort. 
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Prepared  by: 

James  G.  Heme 

Regional  Director 

Central  Europe  &  West  Africa 


SUSTAINABLE  DEVELOPMENT  HEARING 
Improving  Food  Security  through  Economic  Development 

BACKGROUND  INFORMATION  ON  TECHNOSERVE 

TechnoServe  Inc.  is  a  private,  non-profit,  U.S.  voluntary  organization.    Its  goal  is  to 
improve  the  economic  and  social  well-being  of  low-income  people  in  developing  countries  by 
fostering  the  development  of  small-  to  medium-scale  enterprises.    Its  primary  focus  is  on 
agriculture,  agribusiness  and  institution  building  related  to  the  rural  sector. 

TechnoServe  accomplishes  its  Mission  by  providing  management,  technical  assistance  and 
training  to  both  private  enterprises  and  local  development  institutions.    This  assistance  is 
provided  through  a  Network  of  local  "Country  Program  Offices"  and  affiliated  Projects, 
which  are  staffed  and  operated,  with  few  exceptions,  by  local  professionals.    These  offices 
work  with  rural,  farmer-owned  and  operated  enterprises  to  increase  farm  productivity,  raise 
rural  employment  levels,  and  increase  family  incomes.    Enterprises  and  institutions  assisted 
by  the  TechnoServe  Network  benefit  rural  communities,  promote  local  self-reliance,  build 
stronger  regional  and  national  economies,  and  contribute  to  the  establishment  of  economic 
and  social  well-being. 

Incorporated  in  the  State  of  New  York  in  1968,  TechnoServe  maintains  its  worldwide 
headquarters  in  Norwalk,  Connecticut.   TechnoServe  has  country  programs  in  Kenya, 
Rwanda,  Ghana,  Nigeria  and  Tanzania  in  Africa,  along  with  Costa  Rica,  El  Salvador, 
Nicaragua,  Panama  and  Peru  in  Latin  America.   We  also  operate  projects  with  a  special 
focus  in  Poland,  Uganda  and  Bolivia. 

TechnoServe  employs  more  than  two  hundred  people  around  the  world,  nearly  all  of  them 
highly  qualified  professionals,  most  of  whom  are  nationals  of  the  countries  in  which  they 
work.    With  a  current  annual  company- wide  budget  of  nearly  $9  million,  TechnoServe  assists 
more  than  100  major  enterprises  and  institutions  each  year,  benefitting  a  population  of  one 
million  men,  women  and  children  in  the  developing  world. 

TechnoServe's  operating  funds  are  provided  by  a  wide  variety  of  organizations,  including; 
foundations,  corporations,  churches,  individuals,  host  country  institutions,  multilateral 
organizations,  and  the  United  States  Agency  for  International  Development  (USAID). 
Presently  more  than  50%  of  TechnoServe's  global  budget  is  derived  from  non-US  Govern- 
ment sources. 
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TECHNOSERVE'S  PROGRAM  IN  GHANA 

TechnoServe  Ghana  has  been  promoting  the  development  of  rural  community-based 
agricultural  enterprises  in  Ghana  for  nearly  twenty  years.    This  is  accomplished  through  the 
provision  of  technical,  financial  and  managerial  support  to  community  groups,  co-operatives 
and  other  organizations.    Presently  the  program  is  focussing  its  efforts  on  three  general  areas 
of  assistance:  a)  Agro-Processing  Enterprises  (palm  oil);  b)  Agricultural  Service  Cooperatives 
(inventory  credit),  and;  c)  Business  Advisory  Services  (non-traditional  exports).   Techno- 
Serve Ghana  views  these  program  components  as  being  directly  supportive  of  Ghana's 
Economic  Recovery  Program,  and  the  Government  of  Ghana's  intention  to  promote  food 
self-sufficiency  and  private  investment. 

TechnoServe  Ghana  seeks  to  establish  viable,  profitable  rural  agricultural  enterprises 
that  will  provide  benefits  for  rural  farmers  and  their  families.  TechnoServe  also  seeks  to 
multiply  the  impact  of  its  program  in  Ghana  by  providing  services  to  other  PVOs  and  NGOs 
operating  in  the  country.   Through  these  efforts  the  assistance  provided  can  have  an  impact 
on  the  diverse  clients  of  the  NGO  assisted,  thus  multiplying  the  benefits  of  TechnoServe's 
efforts. 

In  the  past  three  years  the  Program  in  Ghana  has  focussed  on  three  broad  program- 
matic sectors  that  are  benefitting  the  low  income  farmers  in  rural  Ghana,  and  are  contributing 
to  food  security  in  the  country.   These  sectors  are: 

»       Small  Scale  Palm  Oil  Production 

»       Inventory  Credit  Cooperatives 

>       Non-Traditional  Export  Promotion 

In  each  of  these  secton  the  results  of  our  assistance  have  contributed  to  improved  national 
food  security,  along  with  other  significant  economic  benefits  for  the  people  involved.  A 
summary  of  each  sector  is  given  below. 

Small  Scale  Palm  Oil  Production 

In  the  Palm  Oil  sector  TechnoServe  Ghana  is  assisting  dozens  of  rural  small  scale 
palm  oil  processing  enterprises  established  in  the  main  oil  palm  growing  areas  of  the  country. 
These  enterprises  use  intermediate  scale  technology  to  process  raw  oil  palm  fruit  into  a  palm 
oil  product  which  is  readily  salable  on  the  local  market   The  palm  fruit  is  provided  by  small 
holder  farmers  who  have  palm  trees,  but  who  are  not  serviced  by  the  larger  state  owned 
palm  oil  mills. 

This  sector  effort  also  provides  multiple  benefits  to  the  rural  fanning  community,  and 
contributes  to  the  overall  food  security  situation  in  Ghana.   It  is  particularly  appropriate. 
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because  it  utilizes  an  existing  natural  resource  (palm  fruits)  which  were  not  being  exploited 
fully  by  the  rural  populations.   The  enterprises  also  build  upon  the  traditional  methods  of 
processing  palm  fruits,  and  maintain  a  prominent  role  for  women  in  the  processing  and 
marketing  of  the  palm  oil. 

The  main  benefits  of  this  effort  are  as  follows.    Firstly,  the  farmers  receive  increased 
incomes  through  the  sale  of  previously  unmarketable  palm  fruit.   The  women  who  process 
the  fruit  also  receive  additional  income  because  their  processing  capacity  is  increased  by  a 
factor  of  eight  to  ten  by  the  introduction  of  mechanical  processing  technologies.    Secondly, 
the  new  mills  provide  a  much  needed  source  of  rural  employment,  along  with  the  additional 
rural  income  that  these  jobs  provide.   Thirdly,  these  enterprises  provide  a  much  needed  • 
inflow  of  new  capital  to  the  rural  communities,  enabling  the  owners  and  members  to  invest 
in  other  new  enterprise  opportunities.    And  finally,  the  enterprises  enhance  the  linkages 
between  the  formal  sector  in  the  larger  cities  and  the  informal  small  fanner  sector. 

Inventory  Credit  Cooperatives 

TechnoServe's  concfot  of  Inventory  Credit  Cooperatives  provides  rural  farmers  with 
an  opportunity  to  receive  nearly  the  market  price  for  their  crop  at  harvest  time,  and  to  also 
receive  any  gains  in  the  crop  price  which  might  occur  over  the  months  following  the  harvest. 
At  harvest  fanners  deliver  their  crop  for  storage,  and  the  cooperative  gives  him  or  her  a  cash 
payment  equal  to  about  75%  of  the  prevailing  market  price.   This  "inventory  credit"  provides 
the  farmer  with  cash  needed  at  harvest  time  to  cover  the  common  family  expenses  which 
occur  during  this  period.   These  are  usually  school  fees,  and  the  purchase  of  school  supplies 
for  children  returning  to  school.    Even  though  the  fanner  has  received  a  payment  for  his 
crop,  it  has  not  been  sold,  and  it  remains  his  prop>erty  available  for  sale  later  in  the  season 
when  prices  have  usually  increased  substantially. 

In  April  or  May,  when  the  price  has  reached  its  highest  point,  the  members  of  the 
cooperative  will  take  a  decision  on  selling,  and  make  arrangements  with  market  women,  or 
transport  the  crop  to  the  Accra  market,  where  an  even  higher  price  can  be  obtained.   At  that 
time  the  farmers  will  receive  a  second  payment  for  their  crop,  representing  the  difference 
between  the  "inventory  credit"  payment,  and  the  final  sale  price.   The  cooperative  will 
deduct  small  amounts  for  interest,  storage  fees  and  other  costs.   With  this  inventory  credit 
system  it  is  possible  for  the  fanners  to  receive  significantly  higher  income  for  their  crops. 

Through  this  program  of  assistance  to  these  rural  cooperatives,  TechnoServe  has  been 
able  to  mobilize  the  Agricultural  Development  Bank  to  provide  loan  funds  for  the  money 
needed  by  the  cooperatives  for  the  inventory  credit.   This  represents  an  important  new 
linkage  between  the  formal  banking  sector  in  Ghana  and  the  rural  small  farmers. 

The  benefits  of  the  inventory  credit  program  are  impressive.   Firstly  the  cereals 
stored  arc  kept  in  more  modem  storage  facilities,  and  treated  properly  against  insects  and 
mildew.   This  contributes  directly  to  reducing  post  harvest  losses,  and  improved  food 
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security.   Secondly,  the  farmers  earn  a  much  better  income  from  their  production,  in  many 
cases  increasing  their  incomes  by  as  much  as  40%  to  50%  over  the  price  they  would  have 
received  without  inventory  credit.   Thirdly,  this  increased  income  contributes  to  new 
investments  by  the  farmers,  either  in  increased  plantings  in  the  subsequent  season  or  in  new 
productive  activities.   And  finally,  the  fact  that  the  fanner  still  has  his  crop  available  to  him 
allows  him  to  avoid  going  onto  the  open  market  late  in  the  season  and  paying  high  prices  for 
the  grain  he  needs. 

Non-Traditional  Export  Promotion 

TechnoServe  Ghana  recently  began  activities  in  this  sector,  but  the  experience  and 
approach  utilized  in  the  preceding  two  sectors  will  be  used  here  as  well.   Our  Ghanaian 
professional  staff  will  provide  direct  assistance  to  the  farmers  and  agribusiness  operations  in 
the  rural  areas  of  Ghana  to  identify  and  promote  new,  non-traditional,  export  crops.   The 
main  crops  that  will  be  emphasized  in  this  effort  are  tree  crops,  such  as  cashews,  shea  nuts, 
cola  nuts  and  others. 

As  with  the  other  two  sectors,  these  enterprises  will  contribute  to  improved  rural 
incomes  and  food  security  through  the  enhancement  of  the  rural  economies.   Some  specific 
benefits  would  include  the  following.   Firstly,  the  projects  will  increase  the  incomes  of  rural 
farmers  by  providing  them  with  a  new  cash  crop.   Income  from  these  crops  will  represent 
new,  and  additional  income,  for  the  rural  families  involved.  Secondly,  the  use  of  tree  crops 
will  contribute  to  protecting  the  rural  environment  by  maintaining  some  of  the  tree  cover. 
Farmers  are  less  likely  to  cut  down  a  tree  if  it  provides  them  with  some  income.   And  finally 
the  formers  will  have  funds  that  they  can  invest  into  other  new  rural  ventures  to  further 
improve  the  rural  economy. 


TECHNOSERVE'S  CEDI  TRUST  IN  GHANA 

Since  1991  TechnoServe  Ghana  has  been  operating  a  local  currency  Trust  Fund  in 
Ghana,  which  is  known  as  the  CEDI  Trust.   This  fund  has  been  established  using  the 
proceeds  of  the  full  monetization  of  PL-480  Title  II  wheat.   The  CEDI  Trust  is  essentially  a 
local  currency  'endowment  fund"  which  is  used  to  provide  partial  funding  for  the  Techno- 
Serve Ghana  program  of  enterprise  development.  The  CEDI  Trust  can  also  be  used  as  a 
'Venture  Cental  Fund'  for  rural  enterprise  development  to  complement  the  enterprise 
development  activities  being  undertaken  by  TechnoServe  Ghana. 

The  overall  goals  of  this  PL-480  Title  II  Project  which  was  used  to  establish  the 
CEDI  Trust  were  as  follows: 

1  ■         Capit?»""tion  of  the  CEDI  Trust:   Funds  generated  through  the  monetization  process 
are  dqtostted  in  the  CEDI  Trust,  a  pre-existing  TechnoServe  Ghana  charitable  trust 
fund,  which  has  the  purpose  of  assisting  in  the  process  of  rural  enterprise  develop- 
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ment.   The  CEDI  Trust  serves  as  the  vehicle  for  the  receipt  and  disbursement  of  all 
PL-480  monetization  monies  and  earnings. 

2.  Venture  Capital  for  Rural  Enterprises:    Consistent  with  the  stated  purposes  of  the 
CEDI  Tnist,  an  additional  use  of  the  monetization  funds  could  be  the  promotion  of 
rural  enterprises  through  the  provision  of  equity  investments,  loan  guarantees  or  direct 
loans  to  srnall  rural  agricultural  businesses. 

3.  TechnoServe  Staff  and  Beneficiary  Training:    Funds  available  via  the  CEDI  Trust  arc 
also  used  to  finance  training  activities.   These  training  activities  include  professional 
staff  training  for  TechnoServe  Ghana  and  basic  skills  training  programs  for  the  "bene- 
ficiaries' of  TechnoServe's  program.   These  beneficiaries  include  the  owners, 
members  and  employees  of  the  enterprises  assisted  by  TechnoServe. 

4.  Equipment  for  the  TechnoServe  Ghana  Program:   Some  of  the  funds  available  via  the 
CEDI  Trust  have  been  used  to  purchase  vehicles  and  equipment  for  TechnoServe 
Ghana.   This  new  equipment  has  greatly  enhanced  the  ability  of  the  program  to 
deliver  services  to  rural  enterprises. 

5.  Funding  Support  for  TechnoServe  Ghana:   Some  of  the  local  currency  expenses  of  the 
TechnoServe  Ghana  Program  have  been  covered  by  funds  from  the  CEDI  Trust. 
These  funds  complement  the  existing  traditional  funding  sources  for  TechnoServe's 
program  in  Ghana.   CEDI  Trust  funds  have  also  been  used  to  "leverage'  Techno- 
Serve's access  to  other  donor  funding,  allowing  the  program  to  expand  its'  scope  and 
impact  hr  beyond  that  possible  without  the  fund. 

Over  the  past  three  years  the  CEDI  Trust  fiind  has  received  the  monetization  proceeds  from 
the  sale  of  13,000  tons  of  PL-4gO  wheat.  The  CEDI  Trust  has  provided  significant  financial 
support  to  the  TechnoServe  Ghana  program,  by  funding  program  operations,  capital 
equipment  purchases,  and  staff  and  beneficiary  training.   The  CEDI  Trust  has  also  invested 
funds  locally,  mainly  in  Bank  of  Ghana  Treasury  Bills,  earning  significant  interest  income. 

t 

IMPACT  OF  THE  GHANA  PROGRAM 

Utilizing  the  proceeds  of  the  PL-480  monetizations  the  CEDI  Trust,  by  providing 
financial  support  to  the  TechnoServe  Ghana  Program,  has  made  a  significant  impact  on  the 
development  of  the  rural  private  sector  and  on  national  food  security.   Some  specific  results 
from  the  program  during  1993  include  the  following: 

*■       Increased  farmer  incomes  of  209  million  Cedis  (S3 17,000) 

>■       Increased  enterprise  revenues  of  226  million  Cedis  ($343,000) 
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»       Rund  value  added  to  fanner  crops  of  55  million  Cedis  ($84,000) 

>  Nearly  650  new  rural  jobs  created 

»       A  total  of  25  million  Cedis  ($38,500)  of  farmer  equity  mobilized  for  rural  investments 

Beyond  the  monetary  gains,  the  program  has  significantly  reduced  post  harvest  losses  in  the 
crops  involved,  enhanced  the  access  of  rural  households  to  farm  inputs  and  general  merchan- 
dise, and  improved  the  linkages  between  rural  communities,  the  extension  service,  commer- 
cial credit  providers,  and  the  Ghanaian  private  sector. 

The  TechnoServe  Ghana  program  has  had  an  impact  on  2,2(X)  farmers  in  27  commu- 
nities throughout  Ghana,  through  their  participation  in  assisted  rural  enterprises.   This 
translates  into  29,700  direct  beneficiaries  (45%  female)  and  209,000  indirect  beneficiaries 
(50%  female).   TechnoServe's  assistance  to  these  rural  enterprises  contributes  directly  to 
improved  national  food  security  and  a  greater  standard  of  living  for  the  rural  poor. 

THE  ROLE  OF  PL-480  RESOURCES 

As  was  stated  above,  the  monetization  proceeds  from  the  PL-480  wheat  granted  to 
TechnoServe  Ghana  has  played  a  critical  role  in  providing  the  services  to  the  rural  enterpris- 
es that  we  have  assisted.    We  believe  that  this  is  an  appropriate  and  proper  use  of  non- 
emergency food  aid,  and  it  contributes  directly  to  the  food  security  of  the  rural  farmen  of 
Ghana.  The  establishment  of  the  CEDI  Trust  has  also  contributed  to  the  sustainability  of  the 
TechnoServe  Ghana  Program,  and  in  turn  the  enterprises  we  have  assisted. 

The  TechnoServe  Ghana  monetization  program  has  a  number  of  successful  elements, 
which  can  be  summarized  as  follows: 

>  The  proceeds  of  the  monetization  have  successfully  been  used  to  establish  a  local 
currency  trust  fund. 

>  The  trust  fund  has  well  developed  internal  policies  and  procedures,  and  has  been  used 
to  support  the  TechnoServe  program  of  enterprise  assistance. 

»      The  trust  fund  has  identified  and  utilized  local  investments  which  have  saved  to 
preserve  die  value  of  the  fimd. 

*■      The  trust  fund  is  ctmtributing  to  the  food  security  of  rural  farmers  in  Ghana  via  die 
assistance  provided  to  their  enterprises. 

»      The  trust  fund  is  contributing  to  the  sustainability  of  the  TechnoServe  Ghana  program 
by  providing  a  secure  funding  base  well  into  the  future. 
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If  TechnoSetve  is  able  to  obtain  five  years  of  PL-480  Title  II  shipments,  it  is  likely  that  the 
CEDI  Trust  could  continue  to  provide  significant  funding  for  the  TechnoServe  Ghana 
program  until  the  end  of  the  century. 

While  we  consider  the  monetization  program  a  solid  success,  it  has  not  been  without 
problems.   Among  the  major  problems  encountered  are  the  following: 

*■      The  Cedi  was  suddenly  devalued  from  6S0  Cedis/dollar  to  950  Cedis/dollar,  cutting 
(he  value  of  the  Trust  fund  by  30%. 

»       Local  investments  (mainly  Bank  of  Ghana  Treasury  Bills)  have  high  yields  (30%'  or 
more)  but  they  may  not  allow  the  fund  to  keep  pace  with  inflation. 

>       The  introduction  of  the  USDA  Export  Enhancement  Program  as  a  supplier  of  wheat  to 
Ghana  has  reduced  significantly  the  local  currency  price  received  for  the  wheat. 

*■       Larger  shipments,  and  thus  increased  monetization  proceeds,  are  needed  to  establish  a 
trust  fund  which  can  last  for  longer  than  the  10  to  12  years  projected  in  the  original 
Project  Proposal. 

E>espite  these  problems,  we  would  argue  that  our  use  of  PL-480  Title  II  commodities  has 
been  a  success,  and  it  has  contributed  to  the  food  security  of  Ghana. 
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STATEMENT  OF  CAROL  BELLAMY,  DIRECTOR,  PEACE  CORPS 


Mr.   Chairman: 

Thanks  so  much  for  this  opportunity  to  discuss  Peace  Corps' 
contribution   to  food   security   in   the  developing  world.      I've  spent 
most  of  my  life  in  New  York  City  and  have  to  say  I  never  thought  I'd 
be  testifying  before  Congress  on  agriculture  issues!      But  that's  Peace 
Corps  for  you— it  takes   Volunteers   and  staff  into  many   new 
directions.  I  was,  in  fact,  a  Volunteer  in  Guatemala  in  the  early 
1960s,  but  Peace  Corps  had  the  good  sense  to  keep  me  away  from 
agriculture--to   the   eternal    gratitude   of   Guatemalan   farmers,   I'm 
sure. 

In  the  six  months  I've  been  back  at  Peace  Corps  as  Director,  I've 
learned  a  great  deal  about  food  security  issues.     I've  had  the  chance 
to  see  Volunteers'  at  work  in  Central  America,  Africa  and  Asia.  I  can 
tell  you  there  is  some  very  good  work  being  done  out  there. 

Before  I  move  into  a  specific  discussion  of  food  security,  let  me  give 
you  a  quick  snapshot  of  Peace  Corps  today.     We  have  just  over  6500 
Volunteers  working  in   ninety-six   countries  in   Africa,   Asia,   Latin 
America,  Eastern  Europe  and  the  former  Soviet  Union.     We  are  52% 
female  and  48%  male.  The  average  age  of  today's  Volunteer  is  30. 
Ten  percent  are  over  the  age  of  50;  the  oldest  volunteer  is  86. 

Volunteers   work   on    projects    in    agriculture,   education,   the 
environment,    health,    business    development    and    urban    development. 
Our  focus  continues  to  be  direct  assistance  at  the  grassroots  level. 
Unlike  other  agencies.   Peace  Corps  does   not  offer  countries  monetary 
assistance.   The   resources    we   provide   are   people—the   Volunteers. 

^Peace  Corps  philosophy  is  that  Volunteers  do  not  impose  from_  above; 
they  work  from   within.      That  means   they   address  problems 
identified  by  the  local  people  themselves.     Once  the  problems  are 
defined.   Volunteers   are  expected   to   work   with   their  communities   to 
devise  and  implement  the  solutions.     Peace  Corps  has  learned  from 
experience--you   might   say   the   hard    way— that   unless   the  community 
is  behind   the  project,  and   unless  the  Volunteer  is  teaching  people 
how  to  meet  their  own  needs,     it  is  unlikely  change  will  be  sustained 
beyond  the  two  year  tour  of  the  Volunteer. 

That  is  Peace  Corps'  standard  for  development.     I  can't  tell  you  we 
always  meet  it,  but  we  know  it  is  the  right  standard  to  set.     We  know 
that  for  Volunteers  to  do  their  job  well,  to  truly  help  people  help 
themselves,  they  need  to  be   fully  integrated   into  the  daily   life  of 
their  communities.     The  most  critical   tool   is  language  ability. 
Everything  else  flows  from   that.      I   saw  a  wonderful  quote 


194 


-2- 

the  other  day  from  Nelson  Mandela  on  the  power  of  language.     He 
was  explaining  why  he  forced  himself  to  learn  Afrikaans:     When  you 
speak  to  a  man  in  a  language  he  understands,  it  goes  to  his  head; 
when  you  speak  to  him  in  his  language,  it  goes  to  his  heart. 
That's  what  Volunteers   need   to  do--reach   the  hearts  of  the  people 
they    serve. 

In  addition   to  intensive   language   training.   Volunteers   also  receive 
technical  and  cross  cultural  training.     The  degree  of  technical  training 
varies  depending  on  the  skills  of  the  Volunteer.     But  whether  they 
are  generalists   or  engineers,  all   Volunteers  need  to  be   trained  in 
what  I'd  call  the  nuts  and  bolts  of  sustainable  development: 

—How  do  you  teach   what  you   know  in  a  culture  very  different 
from   your  own   to  a   usually  rural   and   generally   illiterate  population? 

—How  do  you  work  with  your  community  on  an  accurate  needs 
assessment?     How  do  you   gather  information?  What  are  the  right 
questions? 

—How  do  you  uncover  the  political,  social  and  economic 
dynamics  at  work   in   your  new  community?   Who  are  the  formal  and 
informal   leaders?  What  are  the  kinship  ties  and  what  is  the  impact  of 
those  ties?  What  is  the  real  role  of  the  women  in  the  community? 

That's  a  very  brief  summary  of  the  language,  technical  and  cross- 
cultural  tools  we  try  to  give  the  Volunteers.     And  let  me  just  say  as 

,an  aside,  I  have  become  convinced  that    if  Peace  Corps  is  to  remain 
relevant   and   effective,   it   must  continually  evaluate   and   update   its 

•  training.       We've  got  to  make  sure  Volunteers  have  the  tools  they 
need   to  transfer  their  knowledge   and   skills   to  the  developing  world 
of  the  1990s.    That's  going  to  be  a  top  priority  for  me. 

Having  described  how  Peace  Corps  prepares  its  Volunteers,  let  me 
now  turn  to  the  specific  question  of  food  security.     Many  Volunteers 
still   serve   in   predominantly   rural,   agrarian   communities.      Their 
projects   address   the   most   fundamental   components   of  food   security. 
First  and  foremost,  people  need  to  produce  enough  food  to  feed  their 
families  and     communities,   maintain   their  health   and  earn   a  living. 
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We   have   Volunteers    teaching   farmers   techniques   to   increase 
production   while   conserving   natural   resources.      These   techniques   run 
the   garnet   from   crop  rotation,   intercropping   and   composting,   to 
helping  communities   create   seed    banks   so   they   have   a   reliable 
supply   for  the   next   planting   season.   Volunteers   are  also  working 
with   farmers   on   pesticide   safety   and   greater   use  of  natural 
pesticides. 

I  am  particularly  proud  of  the  work  Peace  Corps  is  doing  with 
women.   In   Guinea  Bissau,   for  example.  Volunteers  are  working  ' 

mainly  with   women   farmers  on   a  rice  project  to  improve  their  yields. 
Together,   the   Volunteers    and    the   women   experimented    with 
different  methods   to  evaluate  what   works   and   what  doesn't  in   that 
area.      Based   on   the   findings   of  their  own  experiments,  the  women 
farmers   are   now    using    better   seed    varieties,    they've   changed 
planting   methods   to   improve   weed   control,   and   constructed   earthen 
dikes  to  better  manage  their  water.   I   think  that's  a  good  definition  of 
sustainability. 

To   help   combat   and   reverse   environmental   degradation, Volunteers 
work   on   projects   in    agro-forestry,   soil   conservation,   reforestation, 
and  coastal  zone  protection.   Conservation  projects  can   be  as 
relatively  simple  as  teaching  women   how  to  cook  with  solar  or  mud 
stoves  to   working   with   communities   on   larger  scale  tree  planting  and 
reforestation  projects.     Let   me  give  you   a  few  examples: 

•Ghana:      Volunteers   in   northern   Ghana  have  been   working  for 
^several  years  on  a  community  tree  nursery  project.     Peace  Corps, 
with  support  from  A.I.  D.,  worked  with  local  Ghanaian  officials  and 
'  Ghanaian   non-governmental    organizations   to  design   the  project.      In 
just  two  years,   the   project  established    1 1    community  tree  nurseries 
which  produced   700,000  seedlings  a  year.     They  are  now  reaching 
production  levels  of  over  one  million  a  year.  What  is  especially 
important  is  that  the  project   is  directed   by  a  Ghanaian   and  every 
year  more   local   nursery   workers   are   trained.      Participants  in   the 
project   also  attend   annual   workshops   to  review   successes   and 
failures    and    recommend    the    necessary    adjustments. 

•Kenya:  In  1993  alone.  Peace  Corps  Volunteers  worked  with 
over  1400  women's  groups  on  soil  conservation  techniques  and  the 
use  of  fuel  efficient  stoves. 
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•Thailand:      In   certain    areas,   farmers   must  plant  on   very   steep 
slopes  where  soil  erosion  is  a  constant  problem.      A   volunteer  worked 
with   a  Thai   counterpart  to  develop  an   alley  cropping   project.  They 
planted   fruit  trees,  peas   and   corn  and   were  able  to  show  that  this 
helped  control   erosion,   improve   the  soil,   and   increase  yields  and 
income.     This  has  now  become  a  model  project  for  many  other 
farmers    in   the   area. 

•Costa  Rica:  Volunteers  have  set  a  goal  of  working  with  25,000 
farmers   to   reforest   60,000   hectares   by    1997. 

•Philippines:     During  my  visit  to  one  of  the  islands  two  weeks 
ago,  I  helped  one  of  our  Volunteers  replant  mangrove  trees  as  part  of 
a  coastal  restoration   project.     In  eighteen   months,  she  and   the  island 
villagers    have    planted    over   30,000    mangroves. 

In   addition   to   teaching   better   production   and   conservation 
techniques.    Volunteers   are   training   farmers   in    the   business   and 
management  aspects   of  farming— how   to  plan,     keep  books,  manage 
profits,  and  analyze  potential  markets.     Again,  a  few  examples: 

•Paraguay:     A  crop  extension   Volunteer  helped  a  group  of 
twelve  farmers   build   a   factory   which   processes   starch   from   manioc— 
the  potato  of  Paraguay.     The  Volunteer  helped  the  group  secure  a 
loan,  purchase  the  equipment  and   built  the  factory. 

•Guatemala:   Two   volunteers   developed   an    illustrated   pamphlet 
, which   helps   farmers   understand   how   to  analyze  investment  costs 
and   sales. 

•Philippines:   Volunteers   worked   with   a  local   fishing 
cooperative  to  obtain  a  grant  to  buy  nets  and  equipment  for  deep  sea 
fishing.     This  not  only  increased  the  fishermen's  income  but  has  also 
decreased   reliance   on   fishing   techniques   that   were  damaging   the 
reefs. 

I  want  to  say  a  word,  too  about  gardens.  These  can  be  very 
important  projects   whether   they   are  family   plots   or  school   gardens. 
Farmers  struggling  to  earn  a  subsistence  income  tend   to  grow  only  a 
cash  crop.     At  the  same  time,  their  families  may  not  be  getting 
enough  food  to  eat  or  the  right  kinds  of  food.     Volunteers  will  work 
with  other  members  of  the  family  to  grow  food  to  feed  the  family 
and   possibly  earn   some  additional   income.     These     projects  are  also 
an  excellent   way   to  introduce   lessons  on   nutrition   and   health. 
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There  is  one  terrific   project  in   Lesotho  which   happens   to  have  been 
designed  by  a  Volunteer  who  is  now  a  member  of  this 
Subcommittee's  staff.     Bruce  White  worked  with  the  Sesotho  to 
design    a   home   gardens   project    which    trains   village   garden    leaders— 
almost   all   of  whom   are   women--who   then    serve   as    unpaid   extension 
agents  in  their  local  comrminities.     With  support  from  the  A.I.  D. 
mission,   some   ninety   women    garden   leaders   have   been   trained 
during  the  life  of  this  project,  and  we  think  it  is  a  real  model  for 
other  countries   in   the  region. 

School   gardens   are   particularly   helpful   in   teaching  children   about 
nutrition   and   introducing   some   of  the   growing   and   conservation 
techniques  Volunteers  are  also  teaching  to  their  elders.     This  gets 
right   to   the   heart   of  sustainability--transferring    skills   and    knowledge 
to  several  generations.      Lesotho   leads   the  way   here  too.   Volunteers 
have  established  gardens  at   160  schools.     They  are  teaching  the  kids 
irrigation  techniques,  and   how   to  raise  poultry  and   livestock.     The 
children   are  taught   the   importance  of  safe  drinking   water  and   the 
value  of  a  balanced  diet.     And   the  gardens  supply  the  students  with  a 
nourishing   meal   every   school   day. 

One  cannot  have  a  discussion  of  food   security  and  sustainable 
agriculture  without  looking  at  water  issues.     One  of  the  toughest 
challenges  people  face  every  day  is  access  to  a.  safe,  reliable  water 
supply.  It  affects  not  only  their  ability  to  earn  a  living,  but  also  their 
health  and  the  very  survival  of  their  children.  You  will  find  Peace 
Corps   volunteers   working   on   water   sanitation   projects   around   the 

^globe.     The  importance  of  this  work  was  recently  brought  home  to  us 
in  a  very  stark  way.     In   1991,  a  deadly  outbreak  of  cholera  swept 

•  Ecuador,  but  there  were  no  reported  cases  at  sites  were  Volunteers 
were  working   on   water  sanitation   projects. 

Volunteers   are  also   working   with  comrnunities   to  build   better  wells 
and  irrigation  systems.     In  the  Dominican  Republic,  for  example,  a 
Volunteer   working   in   the   southern   region   has   helped   a   fifty-member 
fanners'  association  develop  a  500  acre  irrigation  project.     The  group 
has  conducted   the  feasibility  and  technical   studies,  raised  the  funds 
and  are  now  building  the  system.  Another  Volunteer  in  Niger  has 
become  a  leading  expert  in  West  Africa  on  a  tube  well  technology. 
These  cost  80%   less  than  cement-line  wells  and  are  the  most 
economical   well   at   shallow  depths. 
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In  a  number  of  our  projects.   Peace  Corps  receives  valuable  assistance 
from   other  federal   agencies,   particularly   A.l.D.      I    mentioned   some 
examples  earlier  in   my   testimony.      The  collaboration   between   A.l.D. 
and  Peace  Corps  in  the  field  is  a  good  example  of  the  efficient, 
effective   use  of  foreign  assistance  funds.      It  often  makes   sense  to 
marry  A.l.D. 's  technical  and  financial  resources  with  Peace  Corps 
Volunteers  direct   access   to  and   understanding  of  the  people  who 
need  the  help.      In   the  areas  we're  discussing  today—food   security 
and    sustainable    agriculture--we   receive   technical    and    financial 
support   from   A.l.D.   for   forestry   and   natural   resource   management 
projects,   integrated   pest   management,   and    nutrition    and   child 
survival  projects.     The  Forest  Service,  Park  Service,  EPA  and  CDC  also 
provide    technical    assistance. 

I   know  many   on   the  Agriculture  Committee  have  been   very 
supportive   of  the  farmer-to-farmer  program.      VOCA   provides   some 
twenty-five  experts   a   year   to   Volunteers   who   request   the   technical 
assistance.     Last  year,  with  the  sponsorship  of  VOCA,  the  parents  of  a 
Volunteer  in  Latvia  were  able  to  put  together  a  superb  business  plan 
for   Latvian    farmers. 

I've  painted   the  Peace  Corps  picture  with   a  pretty  broad   brush   this 
morning,  but  I  hope  I've  given  you  at  least  a  feel  for  the 
contributions   Volunteers   are   making   to  food   security   at  the 
grassroots  level.     That's  where  real  change  begins,  and  where 
sustainable  development  must  take  hold.     It's  a  very  laborious 
.process,  and  there  are  no  short  cuts.     If  you  want  to  help,  you  have  to 
be  out  there  in  the  field,  living  and  working  with  the  local  people. 
Above  all,  you  need  the  patience,  understanding  and  flexibility  to 
stick  with  it  over  the  long  haul.     That  sums  up  the  mission  of  every 
Peace  Corps  Volunteer  and  the  Agency  itself  as  we  look  to  the  year 
2000. 

Thank   you. 


I 


199 


Testimony  Before  the 

U.S.  House  of  Representatives 

Committee  on  Agriculture 

Sut>committee  on  Foreign  Agriculture  and  Hunger 

Room  1301,  Longwortti  House  Office  Building 
Washington.  DC  20515 


i»y 


Dr.  Ronald  V.  Curtis 

Executive  Director 

Consortium  for  Intemational  Development 


March  2,  1994 


Role  of  Land  Grant  Universities  in  Sustainable  Development 


Science-based  agricultural  production  and  mart<et  systems  are  key  to 
sustainable  development.  Traditional  methods  of  agricultural  production  -  swidden 
or  slash-and-bum  agriculture  -  were  sustainable  only  as  long  as  the  land  available 
was  large  enough  for  human  and  animal  population.  This  is  no  longer  the  case. 
For  example,  in  Belize,  17  years  was  the  previous  standard  for  fallow  periods,  but 
today  population  pressure  has  reduced  the  time  to  less  than  10  years,  not  enough 
time  for  the  forest  to  replenish  nutrients,  and  the  production  system  is  no  longer 
sustainable.  What  is  needed  are  more  science-intensive  agricultural  systems 
which  are  compatible  with  the  resources  ~  land,  labor,  capital,  and  l<nowledge  - 
in  each  society. 

New  systems  also  require  higher  productivity  in  order  to  give  a  higher  return 
to  the  producer  -  income  ~  and  increase  the  domestic  food  supply  of  agricultural 
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products  for  sale.    Traditional  systems  cannot  meet  these  tests  for  sustainable, 
modem  agriculture. 

2.  Land  Grant  Universities  in  the  United  States  have  played  a  key  role  in 
developing  science-based  production  and  marketing  systems.  But  these  are  not 
the  only  players  in  this  grand  scheme.  Established  in  the  context  of  a  frontier- 
expanding  society  of  the  late  1800's,  U.S.  Land  Grant  Universities  were  to  support 
our  frontier  societies  of  that  era  with  higher  education  for  the  masses,  promote 
research  of  real  world  problems  facing  the  Americans,  and  develop  a  system  of 
transferring  knowledge  to  the  people  on  fanrns.  This  American  system  has  under 
gone  continuous  change  over  time  and  now  is  undergoing  radical  change  as  our 
Land  Grant  Universities  are  re-defining  missions  to  meet  today's  needs.  Land 
Grant  Universities  are  partners  with  private  industry  and  Federal  agencies  in 
development  and  delivery  of  information  comprising  science-based  production  and 
marketing  systems.  The  global  market  place  is  one  significant  stimulus  for 
continuing  change. 

3.  In  Third  Worid  countries,  the  beneficiaries  of  PL480  programs,  many  such 
institutions  are  not  in  place.  Despite  attempts  over  the  years,  in  several  countries, 
to  transplant  the  tripartite,  integrated  system  of  education,  research,  and  extension, 
I  know  of  no  country  where  the  transplant  has  survived  intact.  Elements  of  the 
system  exist  in  many  places.  However,  placed  in  Ministries  of  Agriculture  and 
Education,  they  can,  most  often,  be  characterized  as  inefficient,  underfunded,  low- 
prestige,  and  lacking  the  critical  interactions  with  the  private  sector. 

4.  The  American  system  was  designed  to  be  suited  to  our  needs.  New 
systems,  with  common  characteristics,  have  to  match  the  conditions  of  each 
society.  The  following  common  characteristics  and  needs  must  be  addressed  in 
all  societies  to  fit  a  particular  resource  endowment. 
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a)  There  is  an  increasing  need  for  more  efficient  and  environmentally  sound 
science-based  agricultural  production  and  marketing  technologies. 

b)  The  technologies  must  contribute  to  both  income  and  food  production 
needs. 

c)  The  technologies  must  be  competitive  on  worid  markets  in  order  to  survive- 
no  government  can  afford  even  a  small  subsidy,  over  time,  to  sustain 
production  and  marinating  systems  which  are  economically  unfeasible  by 
worid  standards. 

d)  These  systems  must  be  compatible  with  the  resources  available  in  that 
society  but  always  with  the  view  of  increasing  through  science,  the  key 
resources;  knowledge  embodied  in  the  people  who  produce,  process  and 
market  farm  products. 

e)  The  systems  must  open  access  for  scientists  and  practitioners  to  knowledge 
from  around  the  worid.  An  educational  work  focus  is  the  key  to  technology 
transfer  and  adaption. 

5.  The  benefits  to  the  United  States,  and  particulariy  U.S.  agriculture, 

are  documented  in  the  most  successful  cases;  the  "Young  Tigers  of  Asia". 
Successful  agricultural  development  in  the  third  worid  produces  markets  for  U.S. 
agricultural  products.  Korea  and  Taiwan  are  the  most  notable  examples  of 
important  markets  for  the  U.S.  agricultural  industries.  These  countries  developed 
an  efficient  agricultural  sector  which  permitted  the  movement  of  labor  into  other 
industries,  such  as  happened  in  the  United  States,  and  met  the  domestic  demand 
for  some  agricultural  products,  and  permitted  imports  from  international  mari<ets. 
As  the  United  States  is  an  efficient  producer  of  many  of  the  products,  our  export 
markets  expanded.  This  is  not  a  fiction  nor  a  dream.  But  it  is  also  not  a  short- 
term  proposition. 
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The  other  benefit  is  to  access  foreign  research  results  and  germplasm  which 
are  the  foundation  of  an  efficient  U.S.  agriculture.  As  agricultural  systems  become 
more  science-intensive,  it  is  increasingly  important  to  draw  on  the  widest  possible 
net  for  science.  This  means  building  mutually  beneficial  linkages  between 
researchers  from  the  United  States  and  competent  and  trained  counterparts  from 
all  comers  of  the  worid.  Without  such  mutuaify  beneficial  linkages,  the  cost  of 
research  is  increased  and  opportunities  are  lost.  This  is  especially  important  if  we 
consider  almost  daily  reports  of  disappearance  of  important  plant  and  animal 
species  through  mismanagement  of  natural  resources. 

6.  The  twenty  year  loan  period  of  Title  I  programs  offer  an  appropriate  time 

frame  for  an  innovative  program  for  mutual  benefit  between  the  United  States  and 
recipient  countries.  By  definition,  the  countries  who  receive  PL480  resources  are 
the  ones  in  need  of  improved  agriculture:  they  lack  either  the  domestic  food 
supply  or  proceeds  from  exports,  of  any  kind,  to  buy  food  on  international  markets. 
The  approach  is  straight  forward;  Take  advantage  of  negotiations  on  loan 
conditions,  and  stipulate  that  Self-Help  Measures  target  some  of  the  proceeds  from 
the  sale  of  imported  commodities  for  specific  long-term  programs  to  invest  in 
collaboration  with  U.S.  Land  Grant  Universities  to  develop  science-based 
agricultural  production  and  marketing  systems.  This  should  be  viewed  as  an 
adaptation  of  existing  loan  conditions,  not  something  new. 

There  are  those  who  will  argue  that  the  funds  from  the  sale  on  PL480 
commodities  are  the  property  of  the  host  government  and  the  United  States  has 
no  business  in  stipulating  the  use  of  these  funds.  A  more  accurate  view,  in  my 
opinion,  is  to  insist  on  mutual  programming  and  use  of  these  funds  as  loan 
condition,  to  compensate,  in  part  for,  the  very  generous  interest  rate  and  the  long 
payback  period.  It  is  nothing  more  than  another  price  attached  to  the  use  of  U.S. 
taxpayers  money  and  it  is  up  to  each  sovereign  nation  to  decide  if  the  price  is 
acceptable.  If  not,  then  they  should  not  accept  the  loan;  if  it  is,  then  they  must 
adhere  to  the  conditions  defined  in  the  Self-Help  Measure.    Many  countries  will 
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welcome  this  low  cost  way  of  collaboration  with  U.S.  universities  to  expand  the 
science-base  availability  to  agriculture. 

From  my  experience,  it  is  fruitless  and  counter-productive  to  insist  on  such 
loan  conditions  without  the  mechanism  in  place  to  implement  the  conditions.  If 
funds  are  placed  in  escrow  to  be  used  to  support  linkages  with  U.S.  Land  Grant 
Universities,  then  the  United  States  has  to  identify  a  means  to  use  the  funds 
wisely.   Experience  exists  for  such  programs. 

The  Far  Eastern  Regional  Research  Office  model  which  supported 
collaborative  research  with  U.S. -owned  currency  serves  as  a  guide  to  how 
local  currency  can  be  used.  These  funds  supported  linkages  between  U.S. 
agricultural  interests  and  the  interests  of  the  host  government  in  a  number 
of  countries.  I  am  familiar  with  the  program  in  South  Asia,  India  and 
Pakistan.  Administered  by  USDA,  the  results  were  a  number  of 
collaborative  agricultural  research  projects  which  linked  scientists  from  the 
United  States  with  counterparts  in  the  host  country.  This  model  could  be 
modified  to  extend  the  experience  to  the  programmed  use  of  the  proceeds 
from  the  sale  of  imported  commodities  supported  by  the  United  States. 

What  is  needed? 

a)  Staff  cuts  in  Foreign  Agriculture  Service,  as  in  other  government  agencies, 
means  that  another  mechanism  must  be  identified.  The  Land  Grant 
Universities  of  the  United  States  offer  established  administrative  and 
technical  expertise  to  administer  such  programs. 

b)  Ideally,  such  programs  would  be  complemented  by  a  dollar  allocation  in 
order  to  fully  take  advantage  of  the  opportunities.  A  ratio  in  the  range  of 
one  dollar  for  every  one  hundred  dollars  of  local  currency  should  permit 
establishment  of  a  mutually  beneficial  program.  Linking  such  program  with 
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projects   funded   by    international   donors    should   be    authorized   and 
encouraged. 

c)        The  programs  would  operate  under  the  same  conditions  as  the  loan 
repayment:   twenty  years. 

8.  It  is  timely  to  consider  these  types  of  programs,  linked  to  the  sale  of  PL480 

commodities.  The  future  of  our  own  agriculture  is  deariy  in  export  markets.  The 
more  we  can  do  to  expand  the  buying  power  of  those  markets,  not  just  feed  more 
hungry  people,  the  more  vibrant  our  own  agriculture  will  be.  It  is  in  our  national 
interest  to  support  expansion  of  science-based  agriculture  in  the  Third  Worid. 

It  is  also  timely  as  the  foreign  assistance  programs  of  AID  abandon 
agriculture  as  a  priority.  With  increasingly  short-term  goals  guiding  the  expenditure 
of  foreign  aid  funds,  and  elimination  of  technical  staff  in  the  Agency  for 
International  Development.  The  strategic  role  of  agriculture  in  development  has 
disappeared  from  AID  programs.  Taking  advantage  of  this  proposed  change  in 
development  policy  offers  the  opportunity  to  utilize  the  existing  linkages  that  exist 
between  the  Land  Grant  Universities  and  USDA  to  enhance  the  foreign  objectives 
of  both  institutions. 

The  Land  Grant  Universities  are  increasingly  becoming  internationalized  as 
our  market  focused  society  demands  this  role.  USDA  must  continue  aggressive 
action  as  export  mari<ets  become  more  and  more  important  to  the  economic  well 
being  of  U.S.  agriculture.  Land  Grant  Universities,  such  as  those  represented  by 
the  Consortium  for  International  Development,  have  the  experience  and  expertise 
to  design  and  implement  science-based  agricultural  development  programs  in  the 
Third  Worid  which  will  benefit  not  only  the  recipient  countries,  but  also  our  own 
society. 

(Actachaenc  follows:) 
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CONSORTIUM  FOR  INTERNATIONAL  DEVELOPMENT 


Executive  Office  Fax       (602)886-3244 

6367  East  Tanque  Verde,  Suite  200  Telex    9109521 102 

Tucson,  AZ  85715-3832   U.S.A.  Internet  CIDEO«CID  ORG 
Telephone  (602)885-0055 

THE  CONSORTIUM  FOR  INTERNATIONAL  DEVELOPMENT 

The  Consortium  for  inlemalional  Development  ((HD)  is  a  nonprofit  corporation  of  twelve  publicly  supported 
universities  located  in  the  western  region  of  the  U.S.  The  universities  are  committed  to  sharing  their  technical  and 
educational  expertise  with  countries  throughout  the  world.  CID  was  incorporated  in  1972  and  its  charter  and  bylaws 
enable  it  to  undertake  contracts  and  receive  grants  on  behalf  of  its  member  universities.  The  member  universities 
are: 

University  of  Arizona  University  of  MorUana 

California  State  Polytechnic  New  Mexico  State  University 

University,  Pomona  Oregon  State  University 

Colorado  State  University  Texas  Tech  University 

University  of  Hawaii  at  Manoa  Utah  State  University 

University  of  Idaho  Washington  State  University 

University  of  Wyoming 

Resources 

Together,  the  twelve  CID  institutions  constitute  a  rich  resource  in  talent,  knowledge,  and  experience  for  development 

projects.  The  twelve  universities  have  a  total  of  approximately  11.000  full-time  faculty,  and  190.000  students-- 

11.000  of  whom  are  international  students 

Through  the  Executive  Office  located  in  Tucson.  Arizona,  the  Consortium  provides  a  coordinated  management 
approach  to  development  assistance  contracts  and  provides  prompt  and  ready  access  to  the  resources  of  its 
member  universities. 

Consortium  Goals 

♦  Contribute  to  sustainable  development  through  use  of  member  university  resources. 

♦  Provide  a  coordinated  management  approach  for  project  contracts  and  quick  access  to  personnel  and  training 
resources  of  member  universities. 

♦  Strengthen  the  international  dimension  of  member  universities  through  involvement  in  development 
cooperation  activities. 

Executive  OfTice  Objectives 

♦  Identify  project  possibilities  and  assist  in  developing  proposals  for  project  opportunities. 

♦  Provide  quick  access  to  personnel  and  training  resources  of  member  universities. 

♦  Support  project  management  and  contract  administration. 

♦  Manage  financial  affairs  and  generate  financial  reports. 

♦  Support  coordination  and  communication  among  universities. 

University  of  Arizona  •  California  State  Polytechnic  University.  Pomona  •  Colorado  State  University 

Universify  of  Hawaii  at  Manoa  •  University  of  Idafvj  •  University  of  Ktontana  •  fslew  l^^exico  State  University  •  Oregon  State  University 

Texas  Tech  Univofsily_»  Utafi  State  University  •  Wasfiington  State  University  •  University  of  Wyoming 
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The  Consortium  for  International  Development 


Capabilities 

CID  member  universities  have  international  experience  and  capabilities  in  a  wide  range  of  subject  matter  areas,  but 
most  especially  in  the  following: 

♦  Agriculture  and  Rural  Development 

♦  Education 

♦  Environment  and  Natural  Resources 

♦  Human  Health  and  Nutrition 

♦  Irrigation  and  Water  Resources 

♦  Management  and  Business  Development 

In  each  subject  matter  area.  CID  universities  offer  expertise  in  education  and  training,  research,  technical  assistance 
and  technology  transfer,  and  extension  and  outreach  services.  Education  and  trainmg  are  accomplished  through 
formal  degree  programs.  Over  200  short  courses  are  also  offered  by  CID  universities  in  the  U.S.  or  other  countries. 
CID  fields  30-40  short-term  teams  each  year,  in  addition  to  staffing  projects  of  two  to  five  years  duration.  CID  has 
expertise  in: 


♦  Project  Identification  and  Design 

♦  Sector  Analysis.  Planning,  and  Feasibility 
Studies 

♦  Socioeconomic  Analysis  and  Policy  Formulation 

♦  Project  Implementation  and  Evaluation 


♦  Training 

♦  Institution-Building 

♦  Gender  Issues 

♦  Management 


Project  Experience 

CID  presently  implements  15  international  development  projects  with  a  total  contract  value  of  approximately  $170 
million.  Annual  project  expenditures  are  approximately  |20  million.  Currently,  about  50  faculty  members  are  on 
long-term  assignments  abroad  and  more  than  150  short-term  consultants  carry  out  special  studies,  training 
activities,  and  technical  assistance  assignments  each  year.  Under  these  projects.  140  students  currently  pursue 
degree  training  at  U.S.  universities  and  many  more  undertake  short-term  training  at  CID  institutions.  Over  the 
past  two  decades.  CID  universities  have  established  a  record  of  successful  project  accomplishments  worldwide. 


Latin  America  and  the  Caribbean 
North  Africa  and  the  Middle  East 
Sub-Saharan  Africa 
Asia  and  the  Pacific  Rim 
Projects  with  Global  Focus 

CID  has  experience  in  276 

- 
40  projects  in  14  countries 

45  projects  in  13  countries 

62  projects  in  23  countries 

85  projects  in  18  countries 

44  projects 

projects  in  68  countries 

Consortium  for  International  Development 

6367  East  Tanque  Verde.  Suite  200 
Tucson.  Arizona.  USA  85715-3832 


Phone: 

Fax: 

Telex: 

Easylink: 

Cable: 

Internet: 


602/885-0055 
602/886-3244 
9109521102 
62020422 
CIDCOR  TUC 
CIDEOtCID.ORC 


September  1993 
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Proposal  to  Establish 

International  Food  Security  Grants, 

An  Invitation  to  Establish  Endowed  Schools, 

Colleges  and  Universities  of  Agriculture  in  Developing 

Countries  and  Emerging  Democracies 

Testimony  by 

Dr.  H.  Rouse  Caffey,  Chancellor 

Lx)uisiana  State  University  Agricultural  Center 

Baton  Rouge,  Louisiana 

to  the 

United  States  House  of  Representatives 

Subcommittee  on  Foreign  Agriculture  and  Hunger 

Sustainable  Development  Hearing 

1302  Longworth  HOB 

March  2,  1994 

My  name  is  H.  Rouse  Caffey.  I  am  Chancellor  of  the  Louisiana  State  University 
(LSU)  Agricultural  Center,  one  of  eight  campuses  in  the  Louisiana  State  University  System. 
I  have  been  actively  involved  in  international  agricultural  projects  for  29  years  as  a 
Louisiana  State  University  administrator. 

Prior  to  this  testimony,  I  submitted  a  10-page  summary  of  the  proposed  project 
(March    1,    1994),   including  a  brief  biography,   for  distribution   to   members  of  the . 
Subcommittee,  staff,  and  the  press.  Today,  my  testimony  includes  a  brief  introduction  to  the 
project  and  two  annexes  (attached)  that  raise  questions  and  suggest  answers. 

Over  time  the  U.S.  has  provided  a  great  deal  of  assistance  to  many  colleges  of 
agriculture  and  natural  resources  all  over  the  world,  but  has  not  helped  these  institutions 
to  become  sustainable.  The  LSU  Agricultural  Center  has  been  involved  with  quite  a 
number  of  agricultural  institutions  in  many  countries,  including  the  Jamaican  College  of 
Agriculture  about  which  I  will  provide  further  details.  Currently  we  have  become  involved 
with  institutions  in  Ukraine  and  Turkmenistan.  What  we  have  seen  in  these  cases  is  that 
the  institutions  are  ready,  able,  and  desire  to  develop  linkages  with  U.S.  institutions. 
However,  they  cannot  become  sustainable  institutions  that  can  continue  to  contribute  to 
their  countries  without  a  mechanism  that  provides  external  financial  support  on  a  sustainable 
basis.  Our  experience  in  Jamaica  helped  us  develop  the  format  for  such  a  mechanism.  The 
next  step  in  the  process  is  to  find  the  source  of  funds  to  be  used  as  a  grant  for  the 
endowment.  This  model  could  be  used  in  other  situations  in  other  countries.  If  the  U.S. 
wishes  to  collaborate  with  partners  in  other  countries,  Congress  needs  to  develop  a  program 
that  would  permit  institutions  to  function  on  a  sustainable  basis  making  positive 
contributions  to  their  nations.  For  that  reason,  I  want  to  share  information  about  the  LSU 
Agricultural  Center  proposal  which  we  prepared  in  1988. 
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We  refer  to  that  innovative  new  program  as  International  Food  Security  Grants.  We 
siiared  the  written  proposal  with  many  people  and  agencies  for  review.  Some  of  those 
include  USAID  administrator  Dr.  Nyle  Brady;  Assistant  Secretary  for  Science  and  Education 
Dr.  Charlie  Hess  and  Dr.  Duane  Acker;  Food  for  Peace  administrators;  appropriate  persons 
in  OICD,  particularly  Dr.  Donald  S.  Ferguson,  who  has  assisted  our  efforts  by  reviewing, 
editing,  and  helping  in  the  drafting  of  the  project  for  appropriate  audiences;  the  USAID 
Mission  in  Jamaica;  and  the  Government  of  Jamaica.  All  expressed  interest  in  the  proposal, 
except  the  Food  for  Peace  administrator  who  had  concerns  that  it  could  not  be 
accomplished  under  the  current  laws  and  rules.   (Note:   Aimexes  I  and  II  are  attached.) 
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ANNEX  I,  page  1.    Food  Security  Grant  Endowment  Initiative.  What  does  it  do?  Why  is 
it  needed?  Why  is  it  timely? 


1.  The  Food  Security  Grant  Endowment  Initiative  would  provide  U.S.  assistance  to 
agricultural  institutions  in  developing  countries  and  emerging  democracies.  The  Initiative 
would: 

a.  Provide  assistance  to  selected  institutions,  to  create  a  private 
foundation  or  other  body  that  has  been  established  to  receive 
funds,  invest  those  funds,  and  make  decisions  related  to  the  use 
of  those  funds.  The  Jamaican  Agricultural  Foundation  is 
available  as  a  model. 

b.  Extend  grants  of  foreign  currencies  or  other  funds  to  the  private 
foundation  for  the  purposes  of  building  an  endowment  that 
would  provide  funding,  independent  of  annual  budgetary 
support,  for  the  key  programs  of  that  institution  that  are  directly 
related  to  food  security  and  sustainable  agricultural 
development. 

2.  Would  amendments  to  the  existing  authorities  be  needed  to  implement  the  Initiative? 

This  needs  to  be  determined.  We  believe  that  the  basic  authorities  are  already  present  in 
PL  480  and/or  in  Section  416  of  the  Farm  Bill.  Other  potentially  supporting  provisions  are 
included  in  the  Draft  Foreign  Assistance  Act.  At  a  minimum,  a  very  speciGc  "sense  of  the 
Congress"  message  would  be  needed.  In  addition,  the  implications  of  the  current  budget 
resolutions  processes  would  need  to  be  worked  out  to  permit  this  project. 

3.  What  is  the  connection  between  this  Initiative  and  U.S.  Farm  Policy  and  Foreign 
Policy?  There  has  been  and  remains  a  very  substantial  level  of  supj>ort  (subsidy)  for  U.S. 
foreign  policy  in  the  PL  480  and  in  various  trade  provisions  of  the  Farm  Bill.  These 
provisions  are,  at  the  base,  intended  to  contribute  to  the  development  of  commercial 
markets  for  U.S.  commodities,  including  wheat,  rice,  cotton,  and  feed  grains.  The  supporting 
provisions  in  the  original  legislation  called  for  sales  proceeds  to  be  used  for  "self-help 
measures"  that  contributed  to  food  security  in  the  recipient  country.  Self-help  provisions 
were  deleted  from  PL  480  in  1990.  At  present,  the  sales  proceeds  are  generally  used  by  the 
recipient  country  for  short-term  budget  support  purposes  that  may  not  contribute  directly 
to  the  ability  of  the  receiving  country  to  repay  the  loan  to  the  United  States. 


4.  How  would  the  State  or  Louisiana  and  'U.S.  Agriculture'  beneHt  from  the  Food 
Security  Endowment  Initiative?  We  believe  that  any  agriculture  in  Louisiana  will  benefit 
most  directly  (as  will  U.S.  agriculture  as  a  whole)  through  an  expansion  of  the  capacity  of 
the  Jamaican  Agricultural  College  to  enter  into  and  participate  in  cooperative  research  and 
extension  programs  with  U.S.  agricultural  colleges  and  universities. 
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ANNEX  I,  page  2 


5.  How  will  this  improve  the  linking  between  domestic  and  international  farm 
programs?  The  underlying  policy  objectives  of  PL  480  (Section  104)  and  the  Farm  Bill 
(Section  1458)  are  to  support  global  food  security  and  international  cooperation  that  is  of 
mutual  interest  and  benefit  to  both  countries.  The  IFSG  Initiative  is  specifically  intended 
to  strengthen  the  linkages  between  these  two  mutually  supporting  policy  objectives.  We  also 
believe  that  global  food  security  cannot  be  maintained  unless  the  United  States  renews  its 
former  commitment  to  assist  developing  countries  to  strengthen  their  agricultural  institutions 
that  are  the  foundation  of  sustainable  food  systems  within  democratic  societies  and  market 
economies. 

6.  Where  are  the  road  blocks  to  the  Initiative?  What  needs  to  change?  We  believe  that 
Congress  may  need  to  request  the  President  to  take  the  necessary  actions  to  implement  the 
Initiative  as  it  would  require  cooperation  between  the  Departments  of  Agriculture,  Treasury, 
State  Department,  as  well  as  the  Agency  for  International  Development.  To  achieve  these 
objectives,  supporting  language  may  need  to  be  included  in  the  revised  "Foreign  Assistance 
Act" 
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ANNEX  II,  page  1   Additional  Questions  and  Answers 

1.  What  is  the  Goal  of  the  International  Food  Security  Grant  (IFSG)  Initiative? 

The  goal  of  the  IFSG  Initiative  is  ~  to  help  friendly  developing  countries  and  emerging 
democracies  achieve  long-term  food  security  and  sustainable  social  and  economic  progress 
and  to  expand  programs  of  scientific  and  technical  cooperation  between  the  United  States 
and  friendly  nations. 

2.  How  would  the  IFSG  endowments  be  financed? 

It  is  proposed  that  the  initial  'International  Food  Security  Grants'  be  financed  by  grants  of 
foreign  currencies  owed  to  or  owned  by  the  United  States  as  the  result  of  credit  sales,  sales 
for  local  currencies,  or  grants  of  commodities  under  provisions  of  the  Agricultural  Trade 
Development  and  Assistance  Act  of  1954,  as  amended  or  Section  416  of  the  Agricultural  Act 
of  1971. 

Under  the  Initiative,  the  United  States  would  extend  grants  to  private  sector  "foundations" 
in  receiving,  cooperating  countries.  These  corporate  bodies,  established  under  the  laws  of 
that  country,  would  be  empowered  to  receive  such  funds  and  to  manage  the  endovraients. 
All  investment  decisions  would  be  overseen  by  a  "Board  of  Directors"  who  would  also  make 
decisions  related  to  the  use  of  income  from  endowed  funds  and  who  would  provide  general 
oversight  of  the  activities  selected  to  receive  financial  support.  It  is  anticipated  that  the 
foundations,  once  established,  would  be  able  to  attract  additional  funds  for  investment  from 
other  sources. 

To  indicate  the  level  of  resources  potentially  available  to  establish  Food  Security  Grant 
Endowments,  in  fiscal  year  (FY)  1992,  the  United  States  provided  food  and  agricultural 
comihodities  to  roughly  40  nations  with  a  combined  value  of  approximately  $1.5  billion. 

Note:  More  specific  estimates  would  be  available  from  USDA  and  Treasury.  In  recent 
years,  past  PL  480  loans  have  been  written  off  in  a  number  of  low  income  countries  and 
some  PL  480  loans  have  already  been  renegotiated  by  the  Treasury  Department  under  the 
"Enterprise  for  the  Americas"  provisions  of  PL  480. 

3.  To  be  successful,  the  participation  of  U.S.  scientists  and  specialists  and  their 
home  institutions  would  also  need  to  participate.  How  would  their  expenses 
be  financed? 

The  key  to  the  success  of  the  Initiative  is  that  it  would  be  based  on  the  concept  of 
cooperation  for  mutual  benefit.  As  the  countries  and  institutions  selected  and  the  primary 
function  of  each  Endowment  would  be  jointly  identified  by  host  country  collaborators  and 
their  U.S.  counterparts,  it  should  be  possible  to  secure  funding  for  a  substantial  share  of  the 
dollar  costs  from  existing  sources  of  grant  funding  for  international  linkage  arrangements. 

5 


212 


ANNEX  II,  page  2 


4.  What  countries  would  be  included  in  the  IFSG  Initiative? 

Food  Security  Grants  would  only  be  extended  to  foundations  linked  to  agricultural 
institutions  that  are  located  in  countries  that  have  functioning  financial  markets  in  which  the 
funds  could  be  invested  safely  and  profitably.  While  no  survey  has  yet  been  made,  we 
believe  that  not  less  than  30  low  income  and  transitional  income  countries  and  emerging 
democracies  would  initially  meet  these  criterion. 

Second,  the  IFSG  Initiative  would  initially  target  countries  and  institutions  within  those 
countries  which  either  are  or  have  the  potential  to  become  instructional  or  research  and 
extension  centers  of  excellence  serving  a  designated  region  and  ecological  zone.  The  United 
States  Government  would  exercise  some  judgement,  based  on  the  availability  of  funds,  in 
selecting  participating  institutions  to  assure  subject  matter  and  regional  balance. 

5.  Would  cooperating  institutions  need  technical  as  well  as  financial  assistance  to  set 
up  the  endowments  and  develop  management  systems  and  how  would  this  be 
financed? 

Yes,  in  most  cases.  The  Agency  for  International  Development,  and  numerous  universities 
and  private  financial  institutions  have  experience  in  helping  institutions  establish  foundations 
that  have  the  capacity  to  manage  endowed  funds  and  to  extend  and  manage  grants  from 
endowed  income. 

6.  Would  low  income  countries  which  do  not  meet  the  criteria  Tor  inclusion  In  the  IFSG 
Initiative  also  benefit? 

Yes.  Participating  institutions,  as  part  of  the  framework  agreement,  would  be  asked  to 
agree  to  make  certain  facilities  and  research  products  available  to  other  developing 
countries  with  similar  institutional  and  ecological  conditions.  Three-way  linkage 
arrangements  between  the  cooperating  U.S.,  host  country  institutions  and  agencies,cd  and 
the  International  Agricultural  Research  Centers  (lARC)  would  also  be  encouraged. 


(Actachacnc   follows:) 
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Louisiana  State  University  Agricultural  Center 
4.  Proposed  International  Food  Security  Grant  Model: 

A  LSU-Jamaica  Model  of  Strengthening  Agricultural  Colleges 
in  Developing  Countries  and  Emerging  Democracies 

by 

Dr.  H.  Rouse  CafTey,  Chancellor 

Louisiana  State  University  Agricultural  Center 

and 

Dr.  Donald  S.  Ferguson 

Office  of  International  Cooperation  and  Development' 

A.   INTRODUCTION  AND  EXECUTIVE  SUMMARY 

The  International  Food  Security  Grant  (IFSG)  Proposal  ~  is  an  Initiative  for  U.S.  Land  Grant 
Colleges  and  Universities  to  help  developing  countries  and  emerging  democracies  to  establish 
sustainable  schools,  colleges  and  universities  of  agriculture  and  related  sciences  and  agricultural 
research  stations. 

The  Initiative  is  broadly  analogous  in  its  concept  and  function  to  the  Justin  Morrill,  "Land  Grant 
College  Act"  enacted  by  the  United  States  Congress  in  1862.  This  seminal  Act  provided  grants 
of  federal  lands  in  the  United  States  to  any  state  or  territory  which  agreed  to  establish  a  "land 
grant  college"  for  the  teaching  of  agriculture  and  the  mechanical  arts. 

The  goal  of  the  IFSG  Initiative  is  ~  to  help  friendly  developing  countries  and  emerging 
democracies  to  achieve  long  term  food  security  and  sustainable  social  and  economic  progress  and 
to  improve  the  scope  and  effectiveness  of  scientific  and  technical  cooperation  between  the  United 
States  and  friendly  nations. 

The  objective  of  the  IFSG  Initiative  is  —  to  help  selected  schools,  colleges,  universities  and 
research  institutions  in  developing  nations  and  emerging  democracies  to  establish  endowments 
and  management  systems  for  such  endowments  that  will  provide  a  sustainable  source  of  recurrent 
cost  funding  which  shall  be  used  primarily  to  expand  core  programs  of  ~ 

a)  instruction  and  scholarships: 

b)  research  and  technology  evaluation: 

c)  extension  and  community  outreach:  and 

d)  scientific  and  technical  cooperation  with  counterpart  institutions  in  the  United  States  and 
neighboring  countries. 


'Notes  prepared  for  the  Committee  on  Organization  and  Policy  (ICOP)  of  the  National 
Association  of  State  Colleges  and  Land  Grant  Universities  (NASULGC)  by  Dr.  Donald  S. 
Ferguson,  Office  of  International  Cooperation  and  Development  (OICD),  United  States 
Department  of  Agriculture  (USD A),  April  19,  1993.  The  analysis  and  opinions  expressed  do  not 
necessarily  reflect  those  of  USDA  or  OICD. 
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It  is  the  policy  of  the  United  States,  as  stated  in  section  2  of  the  "Agricultural  Trade  Development 
and  Assistance  Act  of  1954  as  amended."  (PL  480)  ~  "to  use  the  abundant  agricultural 
productivity  of  the  United  States  to  promote  the  foreign  policy  of  the  United  States  by  enhancing 
the  food  security  of  the  developing  counties  of  the  world  through  the  use  of  agricultural 
commodities  and  local  currencies  accruing  under  this  Act  to  ~ 

(1)  combat  world  hunger  and  malnutrition  and  their  causes: 

(2)  promote  broad-based  equitable  and  sustainable  development,  including  agricultural 
development; 

(3)  expand  international  trade; 

(4)  develop  and  expand  export  markets  for  the  United  States  agricultural  commodities; 
and 

(5)  foster  and  encourage  the  development  of  private  enterprise  and  democratic 
participation  in  developing  countries." 

As  the  direct  result  of  the  discovery  and  extension  of  science  based  food,  feed,  and  fiber 
production,  storage  and  marketing  technologies,  more  people  are  adequately  fed,  nourished, 
clothed  and  housed  today  worldwide  than  ever  before.  In  spite  of  growing  constraints  to 
production  and  trade,  global  trade  in  agricultural  and  forest  sectors  products  continues  to  expand. 

However,  as  the  decade  of  the  1990's  begins,  the  World  faces  a  monumental  challenge.  In  the 
opinion  of  a  growing  number  of  agricultural  scientists,  the  food  production  and  soil  management 
technologies  are  not  on  hand  nor  on  the  immediate  horizon  that  will  allow  developing  countries: 
a)  to  adopt  sustainable  production  and  land  use  systems  and  b)  to  produce  the  food,  feed,  and 
forest  products  they  need  for  a  growing  human  population  in  the  coming  decades. 

The  IFSG  Initiative  is  also  consistent  with  the  U.S.  foreign  policy  goal  of  focusing  future  U.S. 
programs  of  economic  assistance  and  scientific  and  technical  cooperation  on  activities  that  are 
'cost  effective'  and  'of  mutual  interest  and  benefit'  to  both  the  United  States  and  the  cooperating 
nations.  Under  the  IFSG  Initiative,  selected  agricultural  and  forestry  institutions  and  research 
agencies  in  eligible  countries  will  be  provided  with  a  mechanism  to  strengthen  and  expand  their 
capacity  to  contribute  to  national  and  global  food  security. 

U.S.  University  support  for  the  IFSG  program  is  based  on  their  strong  belief  that  it  will  be 
beneficial  to  the  United  States  and  to  U.S.  agriculture  to  help  counterpart  institutions  in 
developing  countries  and  in  the  emerging  democracies  to  revitalize  their  curriculum  and  programs 
and  become  more  economically  self-sustaining  as  the  result  of  their  participation  in  the  IFSG 
Initiative. 

Implementation: 

In  implementing  the  IFSG  Initiative,  an  initial  step  would  be  to  negotiate  a  "framework 
agreement"  with  the  potential  receiving  government  which  sets  out  the  goals  and  objectives  of 
the  IFSG  Initiative.  The  second  step  would  be  to  assist  the  selected  cooperating  institution(s)  in 
the  receiving  country  to  establish,  under  the  laws  of  that  country,  a  "foundation"  or  other  "legal 
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person"  legally  empowered  to  receive  grant  funds  and  to  manage  the  endowment  on  behalf  of  the 
cooperating  institution(s). 

Thirdly,  under  the  IFSG  Initiative,  it  is  proposed  that  the  IFSG  endowments  be  financed  through 
the  sale  in  the  receiving  country  of  surplus  U.S.  agricultural  commodities  or  by  the  granting  of 
such  foreign  currencies  as  may  be  'owned  by  or  owed  to'  the  United  States  Government  as  the 
result  of  past  or  planned  sales  of  surplus  agricultural  commodities  in  the  receiving  country. 

It  is  anticipated  that  once  the  autonomous  IFSG  Endowment  becomes  operational,  successful 
institutions  will  be  able  to  recruit  additional  funding  or  other  valuable  properties  from  public, 
private  and  international  sources  to  expand  the  basic  endowments.  In  addition,  they  will  find  it 
easier  to  attract  collaborating  partners  from  among  the  counterpart  institutions  in  the  United 
States. 

As  the  endowed  funds  would  be  invested  exclusively  in  and  through  the  capital  markets  of  the 
receiving  country,  the  IFSG  Initiative  would  be  expected  to  foster  and  encourage  the  development 
of  private  enterprise  and  trade  by  increasing  the  availability  of  mid-  to  longer  term  credit  thereby 
contributing  the  broad-based  equitable  and  sustainable  development,  including  agricultural 
development. 

An  international  "economic  and  social  development  strategy"  which  builds  on  the  concepts  of: 
(a)  private  sector  and  trade  expansion  and  (b)  international  cooperation  in  science  and  technology 
—  has  the  effect  of  causing  an  immediate  jump  in  the  expected  rate  of  return  on  capital 
investments  and  on  investments  in  basic  and  applied  research,  training  and  extension/outreach 
programs  in  the  United  States  and  cooperating  nations. 

To  complement  the  effectiveness  of  the  IFSG  Initiative,  it  is  therefore  recommended  that  the 
United  States  also  redirect  additional  funding  to  programs  which  increase  professional  linkages 
and  opportunities  for  scientific  and  technical  cooperation  between  counterpart  institutions  in  both 
nations. 

As  cautionary  notes  —  the  financial  markets  in  many  developing  countries  do  not  yet  have  the 
capacity  to  receive  and  profitably  invest  endowed  funds  at  this  time.  However,  the  financial 
markets  in  the  majority  of  the  economically  larger  low  and  intermediate  nations  and  emerging 
democracies  do  have  this  capacity. 

In  addition,  for  the  Initiative  to  be  cost  effective  for  both  countries,  it  would  be  imperative  that 
the  "Boards  of  Directors"  of  the  management  entity  be  legally  empowered,  under  the  laws  and 
statutes  of  the  receiving  country,  to  manage  the  endowment  without  undue  government  or  donor 
interference.  For  these  reasons,  cooperating  institutions  may  initially  need  assistance  from  U.S. 
counterpart  institutions  to  help  them  to:  establish  the  legal  and  administrative  procedures;  manage 
and  invest  the  funds;  develop  priorities  for  the  use  of  endowed  income;  and  manage  the  grant 
making  process. 
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It  would  be  desirable  to  phase  in  new  IFS  Grants  over  several  years.  However,  the  initial  granl(s) 
should  be  of  sufficient  size  to  attract  the  participation  of  established  institutions  in  cooperating 
countries.  This  would  also  help  to  assure  that  the  management  costs  of  the  management  entity 
are  not  excessive  as  a  share  of  the  total  investment  income. 

In  summary,  not  all  low  income  countries  and  emerging  democracies  have  the  breadth  of 
financial  markets  and  management  systems  needed  to  sustain  viable  endowments  at  this  time. 
However,  cooperating  institutions  in  such  countries  may  be  considered  for  participation  in  the 
scientific  and  technical  exchanges  components  of  the  Initiative  if  warranted. 


B.   BACKGROUND  AND  PROGRAM  DESCRIPTION 

1.  Developing  Nation  Component: 

Developing  nations  share  an  urgent  need  to  increase  food,  feed,  fiber  and  forest  product 
production  at  rates  at  least  as  fast  as  population  growth  (generally  1.5  to  as  much  as  4.0  percent 
per  year).  Alternatively,  they  must  have  the  capacity  to  expand  foreign  exchange  earnings  to 
purchase  commercially  the  full  range  of  agricultural  commodities  and  products  which  their 
consumers  and  agro-industries  demand  in  a  growing  economy. 

A  characteristic  of  food  insecure  nations  is  that  they  have  few,  if  any,  potentially  productive  soil 
resources  which  can  safely  be  brought  under  cultivation  or  used  for  grazing  and  wood/fuel 
harvesting.  On  the  other  side  of  the  ledger,  literally  millions  of  hectares  of  crop,  grazing  and 
forested  lands  and  biologically  important  areas  are  being  degraded  annually  by  soil  and  wind 
erosion,  devegetation  and  urban  and  pari-urban  expansion. 

It  is  a  fact  that  without  continued  improvements  in  agricultural  sector  productivity  and  in  the 
management  and  use  of  natural  resources,  food  security  in  most  developing  nations  can  neither 
be  achieved  nor  maintained  in  coming  decades. 

For  over  125  years,  income  from  endowed  funds  has  been  an  important  source  of  income  for 
public  and  private  institutions  in  the  United  States  including  the  Land  Grant  Colleges  and 
Universities.  However,  neither  A.I.D.  nor  other  donor  agencies  have  established  programs  to  help 
teaching  and  research  institutions  to  establish  endowments  that  would  provide  a  source  of 
supplemental  income  independent  of  annual  public  sector  appropriations. 

Essentially  all  food  insecure  nations  face  severe  fiscal  constraints.  Most  have  serious  balance  of 
payments  problems  and  large  foreign  debt  burdens.  Few  have  the  fiscal  resources  to  adequately 
fund,  from  current  public  revenue,  agricultural  research,  teaching  and  extension/outreach  programs 
at  levels  needed  to  ensure  mid-  to  longer-term  food  security.  Institutional  sustainability  has 
become  a  crucial  developmental  issue  sometimes  negating  years  of  hard  work  and  scarce  national 
and  international  resources  that  have  been  invested  in  human  resource  and  institution 
development. 
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Since  its  inception  in  1961,  the  United  States  Agency  for  International  Development  (US AID) 
has  played  a  pivotal  role  in  the  formation  and  expansion  of  agricultural  colleges,  universities,  and 
research  systems  in  low  income  developing  countries  world  wide.  Over  this  period,  the  United 
States  provided  fmancial,  technical  and  training  assistance  to  more  than  70  low  and  transitional 
income  countries  to  help  them  to  establish  and/or  modernize  their  schools,  colleges,  and 
universities  of  agriculture  and  their  national  agricultural  research  and  extension/outreach  systems. 
The  great  majority  of  the  USAID  development  assistance  loans  and  grants  in  the  institution 
building  category  were  extended  during  the  1962-1975  period.  Most  were  phased  out  about  a 
decade  later. 

During  the  past  decade,  USAID,  the  World  Bank  and  other  bilateral  and  multilateral  donors  have 
chosen  to  further  reduce  funding  for  institutional  and  human  resource  development  projects  in 
the  agricultural  and  education  sectors.  In  addition,  the  governments  of  many  developing  countries 
have  been  required  to  restrict  budgetary  outlays  for  service  programs  under  the  terms  of 
"structural  adjustment"  loan  and  grant  agreements  negotiated  with  the  IMF  and  the  World  Bank. 

The  typical  Donor  Project  provided  either  loans  and/or  grants  to  the  institutions'  parent 
government  ministry  for  the  purpose  of  building  facilities,  purchasing  equipment  and  supplies  and 
fmancing  degree  training  for  new  staff.  Most  USAID  financed  projects  also  provided  funding 
for  a  resident  technical  services  team  drawn  from  one  or  more  U.S.  Land  Grant  Colleges  and 
Universities. 

The  typical  loan  or  grant  Project  Agreement  contained  the  commitment  of  the  sponsoring 
ministry  that,  at  the  termination  of  donor  support,  the  host  government  would  immediately 
assume  the  full  recurrent  cost  burden  of:  maintaining  and  upgrading  facilities  and  equipment; 
retaining  professional  staff  and  updating  their  qualifications;  and  carrying  out  instruction,  research 
and  extension/outreach  programs.  As  this  critical  assumption  was  not  valid,  the  instructional 
programs,  the  libraries,  information  and  research  programs  of  most  institutions  have  become  badly 
outdated,  key  faculty  and  staff  have  left  for  more  rewarding  careers,  staff  training  and  research 
has  been  precluded,  and  basic  maintenance  of  facilities  and  equipment  deferred. 

Generally  speaking,  past  programs  made  no  provision  to  systematically  maintain  professional  and 
institutional  linkages  with  counterpart  schools,  colleges,  universities,  and  research  and  reference 
agencies  and  systems  in  the  United  States. 

Under  the  terms  of  the  IFSG  framework  agreements,  it  is  suggested  that  the  sponsoring  agency 
for  the  IFSG  endowments  agree  in  principal,  to  dedicate  to  use  of  the  revenues  from  the  Food 
Security  Endowment's  investments  to  fmance: 

the  capital  and  recurrent  costs  of  maintaining  and  up-grading  facilities,  reference 
and  information  resources  and  equipment; 

the  costs  of  retaining  professional  staff  and  improving  their  qualifications; 
core  and  special  funding  for  upgrade  instruction,  research,  and  extension/outreach 
programs  that  are  constant  with  the  objectives  of  the  endowment  initiative;  and 
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the  local  currency  costs  associated  with  carrying  out  collaborative  research, 
instruction  and  outreach  programs  in  cooperation  with  U.S.  schools,  colleges,  and 
universities  and  U.S.  science  and  education  agencies. 

2.  Emerging  E>emocracies  Component: 

It  is  strongly  suggested  that  the  IFSG  Initiative  also  be  extended  to  include  the  newly  independent 
countries  of  Eastern  Europe,  the  States  that  were  formerly  part  of  the  Soviet  Union,  and  emerging 
democracies  in  all  regions.  While  generally  not  "food  deficit  countries,"  many  of  them  either  are 
current  or  former  recipients  of  U.S.  food  and  agricultural  commodity  grants  or  loans.  They  also 
are  considered  to  be  major  growth  markets  for  the  products  of  U.S.  farms,  ranches  and 
agribusiness  firms. 

In  the  next  few  years,  there  is  an  unprecedented  opportunity  to  build  lasting  cooperative  scientific 
and  technical  exchange  arrangements  and  trade  and  investment  relationships  between  the  United 
States  and  countries  formerly  strongly  influenced  by  communist  or  socialist  ideology.  In  most 
countries,  this  cooperation  can  be  built  on  past  and  continuing  programs  of  scientific  and 
technical  cooperation  sponsored  by  the  research  and  development  agencies  of  the  United  States 
Government. 

As  these  formerly  "centrally  planned  economies"  make  the  transition  from  command  to  market 
economies,  they  need  external  advice  and  council  to  strengthen  and  expand  their  financial  markets 
and  to  divest  publicly  owned  and  managed  farms  and  agribusiness.  A  properly  structured 
framework  agreement  could  be  structured  to  provide  policy  incentives  for  the  recipient 
governments  to  allocate  proceeds  from  their  divestment  programs  to  expand  IFSG  Endowments 
more  quickly. 

An  overall  objective  of  U.S.  foreign  policy  in  the  formerly  communist  countries  is  to  create  a 
legacy  of  prosperous,  stable  democracies  with  revitalized  linkages  to  the  United  States.  After 
four  decades  of  communist  imposed  isolation  and  economic  mismanagement,  the  emerging 
democracies  need  help  to  restructure  and  up-grade  their  R&D  systems,  and  to  establish 
professional  and  electronic  linkages  with  counterpart  institutions  in  the  United  States. 

The  United  States  is  in  strong  competition  with  Japan,  Germany,  and  other  industrialized 
countries  to  achieve  maximum  benefits  from  affiliations  with  private  and  public  research  institutes 
and  universities  in  the  emerging  democracies  and  in  the  more  institutionally  advanced  developing 
nations. 

Because  of  the  success  of  the  U.S.  S&T  system,  representatives  of  the  governments  and  private 
interests  in  these  nations  have  made  known  their  strong  preference  for  developing  long-term 
science  and  technology  relationships  with  coimterpart  institutions  in  the  United  States.  The 
objective  of  the  IFSG  Initiative  the  institutionally  developed  countries  and  states  of  Eastern 
Europe  would  include  advice  and  council  to: 
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better  integrate  their  present  research,  teaching  and  extension/outreach  programs 
into  a  coordinated  national  program; 

help  the  individual  institutions  within  that  national  system  to  identify  more  secure 
sources  of  funding  for  priority  programs;  and 

help  the  newly  sovereign  nations  to  reorient  the  focus  of  national  research, 
teaching  and  extension  programs  away  from  serving  the  needs  of  the  government 
and  the  university/institute  bureaucracies  and  toward  improving  the  quality  and 
'  coverage  of  informational  services  available  to  farm  and  agribusiness  managers 
and  to  society  as  a  whole. 

Fields  of  mutually  beneficial  scientific  and  technical  cooperation  with  the  emerging  democracies 
include: 

exchanges  of  scientific  and  technical  personnel; 

the  joint  conduct  of  research  projects  on  topics  of  mutual  interest; 

the  establishment  of  electronic  links  to  U.S.  and  global  S&T  information  networks; 

assistance  to  cooperating  institutions  to  establish  effective  science  administration 

and  peer  review  processes;  and 

the  encouragement  of  institute-university-industry  cooperation  within  and  between 

countries  of  the  region  and  with  those  in  the  United  States. 

C.   PRECEDENTS  FOR  THE  IFSG  INITIATIVE 

The  concept  of  U.S.  financed  special  endowment  has  been  tested  successfully  in  a  variety  of 
low  and  transitional  income  countries.   Sources  of  the  initial  funding  have  included: 

a.  grants  of  foreign  currencies  owned  by  the  U.S.  government  which  has  been 
generated  from  the  sale  of  surplus  food  and  agricultural  commodities  in  the 
recipient  country; 

b.  special  appropriations  by  the  Congress; 

c.  dollar  grants  made  by  the  U.S.  Agency  for  International  Development,  the 
Canadian  International  Development  Association  (CIDA),  and  the  Kellogg 
Foundation;  and 

d.  foreign  currencies  owned  by  the  receiving  country  which  had  been  generated  by 
the  sale  of  surplus  food  and  agricultural  commodities  provided  by  the  United 
States  under  provisions  of  the  Agricultural  Trade  Development  and  Assistance  Act 
of  1954.  as  amended,  (PL  480)  and  related  legislation  (see  Section  G). 

Existing  U.S.  development  assistance  legislation  allows  the  United  States  Govenunent  to  extend 
grants  of  U.S.  owned  local  currencies  for  the  purpose  of  establishing  endowments  under  certain 
restricted  conditions.  As  one  example,  grants  of  U.S.  owned  local  currencies  to  local  foundations 
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establish  to  receive  funds  to  be  used  for  endowments  are  permitted  under  a  special  authority 
enacted  by  Congress  in  1990  as  part  of  "The  Enterprise  for  the  Americas  Initiative"  (EAI). 
However,  clarification  of  the  various  PL  480  and  foreign  assistance  authorities  may  be  required 
in  order  to  permit  the  United  States  to  fully  implement  the  IFSG  Initiative. 

Alternatively,  management  arrangements  in  some  low  and  intermediate  income  countries  that  have 
larger  numbers  of  eligible  institutions  could  be  modeled  after  the  highly  successfiil  'Joint  India 
Fund'.  The  India  Fund,  originally  funded  from  U.S.  owned  local  currencies  received  as  payment 
for  U.S.  agricultural  commodities,  was  created  by  a  special  act  of  Congress.  Administration  of 
the  local  currency  grants  and  the  identification  of  research  priorities  are  made  by  the  National 
Research  Council  of  India.  To  receive  funding,  research  projects  must  be  of  mutual  interest  to 
both  nations.  Over  the  past  25  years,  collaborative  research  programs  funded  from  PL  480  sales 
proceeds  have  involved  a  wide  variety  of  Indian  institutions  and  research  topics,  about  10  separate 
U.S.  government  departments  and  Agencies  and  numerous  U.S.  unviersities. 
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STATEMENT  OF  THE  HON.  CAROL  LANCASTER 

DEPUTY  ADMINISTRATOR 

U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

TO  THE  HOUSE  SUBCOMMITTEE 

ON  FOREIGN  AGRICULTURE  AND  HUNGER 

MARCH  2,  1994^ 
WASHINGTON,  D.C. 


Mr.  Chainnan  and  honorable  members  of  the  Subcommittee, 

I  am  pleased  to  address  you  today  concerning  the  interrelated  issues  of  sustainable 
development,  food  security,  and  economic  growth  in  the  developing  world.  It  is  fitting  that  we 
are  meeting  to  discuss  these  issues  en  the  40th  anniversary  of  PL  480  becoming  law.  I  would 
like  to  review  our  recent  experience  wiih  PL  480  Titles  II  and  m  in  promoting  food  security  and 
our  ideas  for  reforms  in  these  programs.  Finally,  I  would  like  to  bring  you  up  to  date  on  the 
progress  of  the  continuing  reform  efforts  at  USAID,  and  share  with  you  the  Administration's 
view  towards  the  broader  context  of  our  sustainable  development  initiatives  as  embodied  in  the 
reform  legislation  of  the  Peace,  Proq)erity  and  Democracy  Act  of  1994. 

The  last  twenty  five  years  have  witnessed  remaricable  strides  in  agricultuiai  production. 
As  the  Washington  Post  noted  this  week,  some  have  called  it  the  'greatest  agricultural  revolution 
in  history*.  There  is  no  ddtating  die  fact  that  research  oo  inqnoved  plant  varieties  and  better 
fiuming  techniques  has  led  to  impressive  gaiiu  in  yield,  paiticulariy  in  the  developing  world. 
But  much  remains  to  be  done.  Agricultural  gains  need  to  be  protected  and  productivity 
expanded,  especially  in  the  poorest  areas  of  the  world  -  for  example,  in  sub-Saharan  Africa. 
Access  to  expanded  quality  and  improved  nutritional  quality  of  food  needs  to  be  improved  for 
the  world's  poorest  And  the  policy  and  institutional  environment  necessary  to  support 
improvements  in  agriculture,  nutrition  and  food  security  need  to  be  further  strengthened  in  many 
countries.  All  of  these  changes  are  necessary  to  achieve  greater  food  security  throughout  the 
world. 

We  have  together  defined  food  security  as,  'when  all  people  at  all  times  have  both 
physical  and  economic  access  to  sufficient  food  to  meet  their  die^ry  needs  for  a  productive  and 
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healthy  life.*  Food  security  for  all  people  is  a  worthy  but  very  ambitious  goal  and  we  are  still 
far  from  achieving  it.  But  it  remains  a  goal  for  us  and  food  aid  remains  a  key  instrument  for 
realizing  it.  The  food  aid  we  deploy  for  promoting  food  security  includes  Title  n  emergency 
relief  and  feeding  programs  and  Title  m  government  to  government  food  aid  transfers.  These 
programs  promote  food  security  by  providing  food  to  those  who  need  it  as  well  as  providing 
food  as  a  resource  that  can  ease  balance  of  payments  pressures,  support  policy  reforms  and 
generate  local  currencies  to  finance  food  security-related  activities. 

Both  Title  II  and  Title  m  food  aid  programs  have  made  important  coatributioas  to  food 
security.  In  Honduras,  die  multi-year  Tide  m  program  (1992  -  1994)  provides  commodities 
valued  at  $1 1  million  in  support  of  the  government's  continuing  efforts  to  reform  agricultural 
sector  policies  and  adopt  key  reforms  in  land  tenure,  price  controls,  and  natural  resource 
management.  The  monetized  aid  is  being  used  to  support  a  variety  of  activities,  including  the 
strengthening  of  private  sector  organizations  designed  to  provide  needed  support  to  small 
fumen,  strengthening  the  capacity  for  agricultural  policy  analysis,  a  food  stamp  program  for 
mothers  and  children  at  risk  of  malnutritioa,  and  improvements  in  rural  infrastructure. 

In  Ethiopia,  a  balance  of  Title  II  and  in  programs  have  been  used  to  both  meet  sbort- 
term  emergency  needs  and  assist  the  nation  in  making  the  transitioa  to  kxiger-term  food  security. 
Emergency  relief  efforts,  through  Title  II,  have  focused  on  meeting  the  immediate  food  needs 
of  the  vulnerable  poor  and  landless  due  to  recurrent  droughts.  Wotid  Visioo  Relief  and 
Development  (WVRD)  Food  For  Work  (FFW)  programs  have  resulted  in  increased  income  and 
access  to  food  resources  and  income  for  women.  At  die  sune  time.  Title  m  programs  have 
worked  to  eliminate  government  control  of  agricultural  prices,  eaoourafe  privatization  of  state- 
owned  enterprises,  retnoved  subsidies,  provided  a  larfeied  food  safety  net.  and  supported  private 
lector  involvement  in  the  new  economy. 

But  I  would  be  less  than  candid  if  I  did  not  admit  that  out  Tide  m  program  has  been 
troubled  in  recent  years.  As  the  GAO  and  others  have  noted,  the  Title  m  profram  has  suffered 
from  insufficiently  clear  definitioa  and  prioritizatioa  of  the  criteria  on  which  these  resources 
should  be  allocated  among  countiies  and  oo  the  puipoMS  for  which  they  should  be  used.  The 
definition  of  food  security  is  quite  expansive  and  the  criteria  for  allorartng  Title  m  are  very 
broad.  These  conditions  have  contributed  to  a  lack  of  clarity  in  our  program  objectives.  And 
together  with  severe  budgetary  coostiaints,  they  have  pcovoked  fiequent  disputes  within  USAID 
which  have  not  been  resolved  lufficiendy  expeditiously. 

We  recognize  these  problems  and  have  begun  to  address  them.  I  would  like  to  share  with 
you  some  of  your  ideas  and  get  your  renctioo.  Theae  ideas  are  still  under  active  discussion 
within  USAID  and  no  decisions  have  yet  been  made  although  we  would  like  to  move  as  quickly 
as  possible  to  address  dieae  problems  we  all  know  exist. 

I  want  to  assure  die  committee  diat  we  regard  improving  food  security  as  one  of  our 
major  goals  and  die  Tide  U  and  m  food  aid  programs  remain  abaotutdy  critical  to  achieving  diis 
goal  atMoad.  The  United  States  remains  die  world's  single  largest  supplier  of  food  aid,  and  dial 
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food  aid  constitutes  a  higher  proportion  of  development  assistance  for  this  nation  than  almost  all 
other  Development  Assistance  Countries.  This  country  provides  one-third  of  the  food  aid 
commodities  distributed  in  the  devel(^nng  worid.  A  combination  of  a  very  tight  budget 
environment  and  the  lack  of  direction  in  the  present  Title  m  programs  has  witnessed  funding 
for  these  programs  substantially  decline,  with  1993  funding  levels  of  S330  million  reduced  to 
around  $255  million  in  1994  and  further  cuts  expected  in  the  future.  Title  II  has  also  witnessed 
deep  cuts  with  1993  funding  of  $820  million  dropping  to  $773  million.  It  is  also  important  to 
remember  that  resources  ftom  the  USD  A  section  (b)  416  commodities  surplus  plan  have 
gradually  dried  up,  and  that  this  has  rqnesented  a  significant  loss  of  non-monetary  support  for 
the  programs.  Without  PL  480  resources,  we  will  simply  not  be  able  to  make  the  progress  we 
would  like  in  improving  food  security  and  easing  problems  of  world  hunger.   That  is  a  fact. 

It  is  also  a  fact  that  food  aid  is  not  the  only  instrument  we  deploy  in  our  e^orts  to 
promote  food  security  throughout  the  worid.  Many  USAID  Development  Assistance  programs 
directly  support  the  goal  of  food  security:  research  through  CGIARs;  support  for  economic  and 
agricultural  nforms;  and,  research  and  efforts  to  improve  nutrition  such  as  Vitamin  A  programs 
have  a  very  real  impact  on  hunger  and  malnutrition  in  the  developing  world.  These  investments 
in  agricultiue  and  the  rural  sector  not  only  enhance  food  security  but  they  also  serve  as  a  vehicle 
for  economic  growth.  Furthermore,  in  many  nations  rural  agricultural  producers  have  often 
been  politically  marginalized,  with  political  power  resting  in  urban  centen.  We  feel  that 
USAID's  strong  democracy  initiatives  will  help  these  rural  producen  gain  the  access  they  need 
to  influence  the  policy-making  process  so  that  government's  will  establish  market  structures  that 
nurture  agricultural  production  and  encourage  development  that  is  driven  from  the  local  level. 
Similarly,  USAID's  increasing  emphasis  on  participation  and  women's  role  in  development  may 
harbor  some  of  the  same  kinds  of  results  because  in  so  many  developing  nations  women  are  key 
agricultural  producers. 

This  is  an  int^rated  dppmach  to  development  that  stresses  the  interrelatedness  of  issues 
like  food  security,  economic  develc^ment,  social  participation,  access  to  health  and  education 
services,  family  planning,  policy-making  and  agricultural  production.  These  are  complex 
problems,  and  as  any  fanner  can  tell  you,  it  doesn't  matter  how  good  your  crop  yield  is  if  you 
can  get  your  products  to  market,  or  if  prices  are  too  low,  or  if  you  are  too  sick  to  harvest  them. 
These  efforts  are  directed  to  be  not  only  sustainable  in  that  they  don't  place  undue  strains  on  the 
natural  or  human  environment,  but  ultimately  self-sustaining  -  programs  that  can  be  directed 
by  indigenous  people  for  the  benefit  of  indigenous  people. 

•  In  Malawi,  USAID  efforts  to  increase  agricultural  mariseting  opportunities  has  already 
resulted  in  approximately  40,000  farm  families  (some  250,000  peq>le)  gaining  access  to 
competitive  international  markets  for  their  produce.  This  has  increased  cash  incomes  by 
seven  fold  over  the  last  few  years;  more  importantly,  however,  participating  farmers 
reported  that  the  cash  income  allowed  them  to  buy  food  for  themselves  and  relatives 
during  the  recent  drought,  as  well  as  providing  resources  for  fiertilizer,  intproved  maize 
seed,  school  fees,  and  bicycles.  The  program  is  designed  to  reach  some  one  million  farm 
fiunilies,  the  entire  smallholder  sector,  by  the  end  of  this  decade. 
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•  In  Uganda,  USAID's  Agiicultunl  Noa-tnditk»al  Export  Proawdoo  prognm  has 
helped  the  nation  reduce  its  reliance  on  coffee  as  the  main  louice  of  foreign  exchange. 
Pint  approached  by  a  group  of  some  SOO  fumers  to  help  diversify  their  agricultural 
productioa,  USAID  supported  a  series  of  policy  and  regulatory  reforms  which  opened 
up  small-fiumer  access  to  foreign  exchange  and  agricultural  mailsts,  and  prtmded  direct 
technical  assistance  to  agricultural  producers  and  exporters.  The  growers  began 
exporting  ginger,  chilies,  baiunas,  pineapples,  passion  fhnt,  vanilla,  and  okra,  helping 
boost  Uganda's  agricultural  exports  eight-fold  over  a  four  year  period.  Much  of  this  is 
produced  by  women  -  over  70%  of  the  vanilla  is  grown  by  female  farmers.  In  the 
words  of  the  association's  chairperson  'with  USAID  assistance,  we  have  been  able  to 
raise  the  incomes  and  the  standards  of  living  of  our  members,  more  than  SOO  families.* 


•  In  Tanzania,  USAID  has  been  involved  in  restructuring  the  way  in  which  Tanzania 
approaches  rural  road  maintenance.  Rather  than  providing  the  service  directly,  the 
Government  now  relies  on  a  renewed  private  sector  to  undertake  rehabilitation. 
Maintenance  schedules  are  determined  on  die  basis  of  economic  criteria  and  the 
Government  will  be  able  to  assume  full  financial  responsibility  fw  the  program  by  next 
year.  The  results  of  this  effort  include  freight  traffic  volumes  on  roads  increasing  by 
31  %  over  the  1989  to  1991  period,  the  value  of  freight  increasing  by  three-fold  over  the 
same  time,  a  decline  in  vehicle  operating  costs,  and  a  decline  in  passenger  travel  £ues 
of  18%.  More  fuvaen  are  finding  more  ways  of  getting  themselves,  and  their  produce, 
to  market. 

In  addition,  USAID  continues  to  strengthen  its  commitment  to  the  small  and  micro- 
enterprise  sector  through  increased  collaborative  efforts  in  establishing  sources  of  credit  for  small 
farmers  and  business-people.  In  hTiger,  USAID  is  continuing  suppmt  to  CARE's  successful 
Maradi  Mkro-entetprise  Development  Project  Since  Phase  n  bogan,  in  1991,  534  private 
businesses  have  begun  operation,  683  jobs  have  been  created,  and  3,086  loans  have  been  made 
at  prevailing  market  rates  -  with  a  very  reqwctable  91%  repayment  record.  USAID  programs 
in  Nutrition  also  offer  a  good  example  of  how  a  broad  range  of  activities  impact  food  security 
by  irtcreasing  the  availability  of,  access  to,  and  utilization  of  fDod.  These  programs  are  designed 
to: 

•  Increase  the  availability  ofand  access  to  micronutrients  through  dietary  diversification, 
supplementation  and  food  fortification  and  inqMOve  intake  through  nutrition 
communications  initiatives. 

•  Influence  dietary  behavior  duough  social  marketing  and  educatiaa,  including 
conununity  diagnosis  of  problenu,  mass  media  approaches  and  inlerpenooal  counselling. 

•  Develop  new  food  products,  such  as  higher  yielding  crops,  or  alternative  food  sources. 
Assisting  in  the  devdopment  of  fDod  safety  and  quality  initiatives. 


225 


•  Target  women,  who  often  carry  the  burden  of  food  production  and  preparation, 
childbearing,  and  are  a  nutritionally  vulnerable  population. 

•  Increase  access  to  food  by  the  most  vulnerable  groups  within  die  funily.  Supporting 
breastfeeding  initiatives. 

•  Develop  nutritional  surveillance  systems  for  use  by  host  countries  and  aid 
organizations  to  better  monitor  the  availability  of  and  access  to  food,  as  well  as  its  actual 
utilization  at  household  level;  improving  £unine  early  warning  systems. 

An  excellent  example  of  this  approach  is  die  USAID  program  in  Nordieast  Thailand, 
where  there  is  access  to  a  wide  variety  of  foods,  but  where  the  prevalence  of  vitamin  A 
deficiency  (VAD)  persisted.  This  situation,  not  uncommon  throughout  die  world,  prompted  the 
development  of  a  community-based  nutrition  social  marketing  program  that  promotes  increased 
consumption  of  indigenous  green  leafy  vegetables.  The  campaign  successfully  reaches  134 
villages  and  approximately  100,000  people  and  has  increased  vegetable  consumption  and 
decreased  VAD  prevalence.  The  communities  have  seen  the  positive  changes  brought  about  by 
this  project  and  it  has  been  sustained  by  many  other  villages  without  additional  external  support. 

Promoting  food  security  is  part  of  our  broader  effort  to  support  sustainable  development 
abroad.  USAID'»  recently  released  Stratcfies  for  Sustainable  Development  articulate  the  Clinton 
Administration's  strong  view  that  development  is  driven  by  stabilizing  population  growth, 
fostering  broad-based  economic  growth,  helping  democracy  to  take  root,  protecting  die 
environment  and  effectively  re^>ooding  to  both  natural  and  man-made  disasters.  These  strategies 
are  propelled  by  the  notion  that  we  must  involve  traditionally  disenfranchised  groups  in  the 
developing  worid,  groups  such  as  women,  rural  agricultural  producers,  ethnic  and  religious 
minorities,  and  the  poorest  of  poor,  in  the  social  and  economic  decision-making  of  their  nations 
if  real  progress  is  to  be  attained.  To  better  and  more  effiectively  carry  out  these  strategies, 
USAID  has  embarked  upon  a  nugor  process  of  reform.  These  efforts  have  included: 
consolidating  our  mission  presence  abroad;  overhauling  procurement  procedures;  right-sizing  die 
Agency;  formulating  a  new  stiat^c  approach  based  on  sustainable  development;  fociising  on 
programs  that  produce  measurable  resilts;  and,  woridng  only  in  those  nations  diat  share  the 
common  goals  necessary  for  participatory  development  and  who  are  willing  to  make  die  hard 
choices  this  kind  of  development  often  entails. 

In  keqnng  widi  diese  efforts  to  revitalize  USAID,  die  Clinton  Administration  has 
proposed  to  rdform  the  charter  l^islation  which  guides  U.S.  foreign  assistance  programs.  This 
legislation,  die  Peace,  Prosperity  and  Democracy  Act  of  1994,  is  currently  under  consideration 
by  Congress.  It  is  designed  to  overhaul  die  badly  outdated  Foreign  Assistance  Act  of  1961,  a 
piece  of  legislation  built  around  a  Cold- War  policy  frameworic  which  is  simply  no  longer  valid 
in  today's  world.  The  passage  of  this  bill  is  viewed  by  the  Clinton  Administration  as  being  a 
comerstmie  for  advancing  die  U.S.  foreign  policy  agenda.  This  foreign  policy  strat^y,  like  our 
sustainable  development  strategies,  is  based  on  die  core  notion  of  preventive  diplomacy.  It 
recognizes  diat  rapid  population  growth,  wideqntad  environmental  d^radation,  nuclear 
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proliferation,  mass  migtadons,  failed  states,  civil  wars,  health  concenu  like  the  HIV/ AIDS 
q>idemic  and  the  lack  of  broad-based  economic  development  pose  the  new  strategic  threats  to 
this  nation.  These  strategic  threats  can  be  best  met  by  forward  looking  assistance  policies  that 
foster  sustainable  and  equitable  development  and  address  the  root  causes  of  these  concerns. 
Investing  relatively  mod^  amounts  now  will  save  us  expending  tremendous  military,  economic 
and  strategic  resources  if  we  allow  these  problems  to  spin  out  of  control. 

The  Peace,  Prosperity  and  Democracy  Act  is  the  product  of  a  truly  collaborative  effort, 
and  the  Administration  has  incorporated  many  of  the  sound  recommendations  forwarded  by 
Members  of  Congress,  the  development  community,  and  the  public  after  the  discussion  draft  was 
submitted.  The  Foreign  Assistance  Act  as  it  now  exists  is  overburdened  by  30  years  of 
amendments  and  legislatively  mandated  goals.  These  33  different  goals  and  73  priority  areas 
arc  what  Administrator  Atwood  often  refers  to  as  the  'barnacles*  of  the  Cold  War.  As  "charter" 
legislation  the  more  streamlined  Peace,  Prosperity  and  Democracy  Act  currently  does  not  contain 
specific  authorization  amounts,  and  it  is  designed  as  a  broad  policy  framework  that  will  make 
an  effective  foreign  policy  tool  for  years  to  come.  This  l^islation  will  allow  for  greater 
accountability  by  placing  specific  objectives  in  country  and  program  budgets  with  regard  to  the 
Sustainable  Development  Title  of  the  Act.  This  kind  of  accountability  is,  frankly,  overdue  with 
regard  to  our  foreign  assistance  poograms  and  represents  the  results-oriented  approach  the  "new" 
USAID  is  taking.  Using  earmarks,  set  dollar  amounts,  and  requiring  certain  programs  are  no 
substitute  for  actually  be  able  to  demonstrate  results  in  the  field. 

This  effort  to  establish  and  authorize  a  single  development  assistance  account  is  an 
attempt  to  allow  field  personnel  the  flexibility  they  need  to  respond  to  what  are  different  needs 
in  different  countries.  This  is  an  effort  to  empower  the  true  engines  of  development,  the 
entrepreneurs,  fanners,  small  shareholders,  and  small  business  people  in  the  developing  world. 
Unfortunately,  there  has  been  the  perception  in  some  quarters  that  USAID  is  lessening  its 
commitment  to  agricultural  programs  because  of  our  broader  focus  on  broad-based  economic 
development,  population  concerns,  democracy  and  the  environment.  USAID's  commitment  to 
brt»d-based  economic  growth  fully  understands  that  in  the  m^ority  of  the  developing  world,  the 
key  to  invigorating  the  economy  rests  squarely  on  the  shoulders  of  agriculture.  Agriculture  is 
the  single  most  important  sector  in  most  developing  nations  economies,  and  this  will  not  likely 
change  any  time  soon.  Over  the  last  three  decades,  USAID  has  learned  that  investments  in  the 
agricultural  sector  -  investments  ranging  from  those  in  technology  to  research  to  marketing 
structures  to  policy  ftmnulation  -  generate  more  abundant  food  at  lower  prices  and  raises 
income. 

I  would  like,  as  my  testimony  concludes,  to  make  special  mention  of  two  of  the  real 
bright  ^xMs  in  the  food  aid  picture.  These  are  the  wonderful  sustainable  development  work  done 
by  non-governmental  organizations  and  private  voluntary  organizations  and  the  research  of  the 
Consultative  Group  on  International  Agricultural  Research  (COIAR).  By  concentrating  increased 
attention  on  building  these  portnenhips  -  not  just  through  dialogue,  but  by  sharing  hands-on 
experience*  of  what  works  and  what  doesn't  -  USAID  will  strengthen  itt  rdationship  with  the 
both    the    PVO/NGO   and    the    research    communities.       USAID's    relationship   to   the 
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PVO/NGO/CDO  community  is  evdving,  and  USAID  began  a  long-term  dialogue  with  the  PVO 
community  last  summer  in  an  effort  to  restive  some  of  the  remaining  administrative  difficulties 
which  persist  between  the  sectors.  In  AMca,  USAID  WOTks  with  15  PVOs  and  international 
relief  organizatioas  in  the  administratioa  of  Title  n  resources;  in  Europe,  three;  in  Latin 
America  and  the  Caribbean,  11;  in  the  Near  East,  three;  and  in  Asia,  three.  Together,  these 
institutions  managed  the  delivery  and  distribution  of  1.2  million  tons  of  food,  valued  at  some 
$320.7  million  (including  freight),  to  38  countries  in  1992.  Of  this  total,  some  $40  million  was 
monetized  to  defray  food  distribution  costs  and  provide  tools  and  other  inputs  to  complement 
direct  feeding  programs.  In  addition,  the  World  Food  Program  distributed  some  788  thousand 
tons,  valued  at  $173  million  in  non-emergency  food  aid  (including  tranqwrtation),  to  60 
countries  in  the  same  year. 

If  there  is  a  silver  lining  to  the  tight  budg^  situation  which  not  only  USAID,  but  many 
of  these  organizations,  find  themselves,  it  is  that  increasingly  we  are  coordinating  our  efforts  to 
avoid  the  duplication  and  blind^wts  that  have  been  a  problem  in  the  past.  With  r^ard  to  the 
research  work  coordinated  by  the  CGIARs,  even  though  funding  has  decreased  somewhat  for 
these  programs,  these  cuts  have  been  at  about  the  same  level  most  USAID  programs  have 
absort>ed  across  the  board.  The  CGIARS  still  receive  very  substantial  USAID  fiinding,  and  we 
are  working  with  other  donors  -  such  as  the  World  Bank  -  as  well  as  with  some  of  the  more 
prosperous  nations  who  benefit  from  CGIAR  based  research  to  sustain  funding.  We  feel  these 
kind  of  coopeniive  agreements  are  vital  in  ensuring  the  long-term  viability  of  the  valuable 
CGIAR  research  i^ognuns  and  we  fully  intend  to  continue  this  long  and  fruitful  relationship. 

The  U.S.  has  a  proud  tradition  of  being  there  for  the  poor  and  the  hungry  when  famine, 
drought  and  disaster  have  struck.  It  is  a  tradition  that  reflects  the  most  noble  sentiments  of  all 
Americans.  By  working,  to  the  best  of  our  ability,  to  {wevent  these  crises  before  tiiey  happen 
by  helping  nations  towards  economic  growth  and  greater  food  security  we  are  continuing  this 
tradition.  I  thank  you  K4r.  Chairmen  for  inviting  me  to  testify  btfon  the  Subcommittee,  and 
I  look  forward  to  working  with  all  of  you  in  the  weeks  and  months  to  come  as  we  continue  to 
reform  our  foreign  assistance  prognna. 
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John  A.  Miranda,  Acting  Assistant  Deputy  Administrator 

International  Cooperation  and  Development 

Foreign  Agricultural  Service 

U.S.  Department  of  Agriculture 

Sustainable  Development  Hearing 
House  Subcommittee  on  Foreign  Agriculture  and  Hunger 

March  2,  1994 


Mr.  Chairman,  members  of  the  Subcommittee,  thank  you  for  the 
opportunity  to  share  with  you  the  work  of  the  International 
Cooperation  and  Development  (ICD)  program  area  of  the  Foreign 
Agricultural  Service  (FAS) .   I  am  sure  you  are  well  aware  that 
provisions  of  the  1994  Agriculture  Appropriations  Act  and 
Secretarial  Memorandum  1020.39  have  merged  the  Department's  Office 
of  International  Cooperation  and  Development  with 
FAS  effective  October  1,  1993.   As  a  result,  we  are  currently 
working  closely  with  our  counterparts  in  the  consolidated  agency  to 
streamline  our  administrative  functions  and  complement  each  other's 
program  areas. 

We  are  pleased  to  be  part  of  this  morning's  important  and 
timely  hearing  to  explain  ICD's  role  in  coordinating  international 
sustainable  development  activities  relating  to  U.S.  agriculture. 
But  before  proceeding,  Mr.  Chairman,  I  would  like  to  kindly  request 
that  this  more  detailed  statement  explaining   ICD's  current 
administrative  and  program  functions  as  a  unit  of  FAS  be  entered  in 
its   entirety   into   the   official   record   following   my   oral 
presentation. 
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Now,  I  would  like  to  give  a  brief  overview  of  the  kind  of  work 
that  ICD  does  and  then  provide  a  little  detail  of  our  four  program 
divisions  and  their  role  in  implementing  sustainable  development 
activities.  In  all  modesty,  Mr.  Chairman,  we  at  ICD  have  been  in 
the  business  of  "sustainable  development"  long  before  the  phrase 
was  popularized.  The  very  nature  of  our  work  aims  to  directly 
address  the  core  meaning  of  sustainable  development  by  solving 
problems  involving  the  interrelationship  between  human  capital, 
agriculture,  the  environment,  and  the  economy  through  well-defined, 
managed,  and  implemented  projects  and  programs. 

Generally  speaking,  FAS's  mission  is  to  advance  the  interests 
of  the  agricultural  community  and  the  general  public  by  working  to 
develop  and  expand  foreign  markets  for  U.S.  food  and  agricultural 
products.  As  a  program  unit  of  FAS,  ICD's  own  programs  contribute 
to  this  overall  mission  by  acting  as  the  link  for  the  Department  of 
Agriculture,  the  U.S.  university  community,  and  the  private  sector 
to  the  developing  nations  of  Africa,  Asia,  Latin  America,  the 
emerging  democracies  in  Eastern  Europe  and  the  Newly  Independent 
States  of  the  former  Soviet  Union.  We  do  this  through  the 
implementation  of  international  scientific  exchanges,  liaison  with 
international  organizations,  the  management  of  international 
technical  assistance  and  training,  and  by  sponsoring  international 
collaborative  research.  These  activities  enhance  U.S. 
agriculture's  global  competitiveness  as  well  as  help  sustain  and 
increase  income  and  food  availability  in  the  developing  nations  by 


230 


—  3 

mobilizing  expertise  to  help  foster  agriculturally-led  economic 
growth,  thereby,  helping  these  countries  to  become  stronger  trading 
partners  in  the  future. 

In  a  nutshell,  ICD's  job  is  to  manage  the  Department's 
international  cooperation  and  development  programs,  maximizing  the 
benefits  to  both  the  United  States  and  other  countries.  We  do  this 
by  reaching  out,  identifying,  and  using  the  vast  resources 
available  to  the  U.S.  agricultural  and  scientific  communities  to 
meet  the  needs  identified  by  the  various  organizations  which  call 
on  us. 

These  international  efforts  have  proven  historically  to  lead 
to  medium  and  long-term  trade  benefits  for  the  United  States  as  we 
help  those  countries  stabilize,  reform,  and  strengthen  their 
agricultural  sectors.  Growing  incomes  in  developing  countries 
permit  people  to  increase  their  purchasing  power  to  buy  more 
imports  to  help  meet  expanding  demands  for  a  larger  and  more 
diverse  market  basket  of  goods,  including  food,  fiber,  and  other 
products.  Again,  past  experience  demonstrates  that  this  does  lead 
to  a  stronger  U.S.  agricultural  community  through  increased  exports 
of  U.S.  agricultural  and  other  goods  and  services  to  fill  the  needs 
of  our  neighbors  and  friends  around  the  world. 

ICD  is  able  to  operate  its  programs  both  through  appropriated 
as  well  as  reimbursable  funding  sources.   In  fiscal  year  1994,  the 
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ICD  program  area  will  have  an  operating  budget  of  about  $45 
million.  The  appropriated  funds  —  approximately  $7  million  or  15% 
of  ICD's  budget  —  serve  primarily  to  operate  research  and 
scientific  exchange  programs,  liaison  with  international 
organizations,  the  Cochran  Fellowship  Program,  and  the  Agribusiness 
Promotion  Program.  The  reimbursable  program  funds  —  about  85%  of 
ICD's  budget  —  come  from  the  technical  assistance,  research,  and 
training  programs  which  ICD  manages,  primarily  from  our  work  with 
the  U.S.  Agency  for  International  Development  (USAID) ,  including 
the  Support  for  Eastern  European  Democracy,  or  SEED  Act,  and  non- 
USAID  sources,  including  other  USDA  agencies,  multilateral  and 
international  organizations,  and  universities. 

Now,  Mr.  Chairman,  I  would  like  to  focus  specifically  on  each 
of  our  four  program  divisions,  and  give  a  brief  overview  of  the 
role  that  each  plays  in  sustainable  agricultural  development.  I 
will  begin  with  a  description  of  our  largest  program  division  — 
the  Development  Resources  Division. 

This  division  is  largely  funded  through  reimbursable  projects 
and  trust  funds.  It  plans,  manages,  and  coordinates  the 
Department's  technical  assistance  and  training  programs  to  assist 
in  the  development  of  agronomical ly,  institutionally,  and 
economically  sustainable  agricultural  systems  in  low  and  middle 
income  countries  by  using  the  expertise  of  its  own  personnel,  other 
agencies  of  the  Department,  and  the  university  community.   The 
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Development  Resources  Division  provides  significant  long-term 
technical  assistance  through  a  major  working  relationship  with  the 
USAID.  This  technical  assistance  is  focused  mainly  in  the  areas  of 
forestry  and  natural  resources,  soil  and  water  management,  plant 
protection,  animal  and  health,  information  management,  and  business 
management  and  administration. 

One  example  is  the  Forestry  Support  Program.  This  program  is 
managed  jointly  by  USDA's  Forest  Service  and  ICD,  with  funds 
provided  by  USAID.  This  program  provides  international  forestry 
expertise  to  implement  forest  resource  management  programs 
worldwide.  Issues  of  concern  in  developing  countries  which  this 
program  addresses  include  tropical  deforestation,  environmental 
degradation,  agroforestry,  biological  diversity,  watershed 
management,  social  forestry,  and  integrated  pest  management. 

Next,  Mr.  Chairman,  I  would  like  to  direct  attention  to 
another  ICD  program  division,  namely  the  Research  and  Scientific 
Exchanges  Division.  This  division  seeks  new  knowledge  and 
technology  beneficial  to  the  United  States  and  cooperating 
countries  through  scientific  exchanges  and  collaborative  research 
on  a  broad  range  of  subjects  in  agriculture  and  forestry.  Many  of 
this  divisions  programs  are  directly  related  to  sustainable 
agricultural  development  by  combining  the  application  of  technical 
research  and  consistent  investment  in  human  capital. 
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Through  their  scientific  exchange  program,  short-term  visits 
between  the  United  States  and  foreign  scientists  are  supported  to 
acquire  scientific  and  agroeconomic  data,  special  research 
techniques,  unique  resources  such  as  germplasm  or  biological 
control  organisms  not  available  in  the  United  States,  and  to 
consult  or  conduct  field  work  on  significant  problems  facing  U.S. 
agriculture.  In  fiscal  year  1993,  the  Research  and  Scientific 
Exchange  Division  managed  99  exchanges  involving  32  countries  and 
190  participants.  These  exchanges  have  proved  invaluable  over  the 
years  in  improving  U.S.  crops,  forestry,  and  livestock. 

Through  the  administration  of  collaborative  research  efforts, 
the  division  supports  long-term  collaborative  research  projects 
between  U.S.  researchers  and  their  international  counterparts  on 
high  priority  problems  such  as  the  eradication  of  TCK  smut,  citrus 
canker,  or  the  Africanized  honeybee.   Research  is  carried  out  by 
investigators  in  foreign  laboratories  and  jointly  by  scientists  in 
the  United  States  and  cooperating  laboratories  overseas  and  is 
funded  either  by  U.S.  dollars  or  by  U.S. -owned  foreign  currencies 
made  available  for  agricultural  and  forestry  research.   An  added 
benefit  is  that  this  research  is  often  conducted  at  a  much  lower 
cost  than  is  possible  in  the  United  States.   The  division  has 
managed  more  than  2,400  research  projects  in  35  countries. 

The  Research  and  Scientific  Exchange  Division  also  has 
reimbursable  research  programs  operating  mainly  in  Egypt,  India, 
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Thailand,  Eastern  Europe,  and  the  newly  independent  states  of  the 
former  Soviet  Union.  One  example  is  the  National  Agricultural 
Research  Project  in  Egypt.  This  umbrella  project  supports  28 
separate  collaborative  research  projects.  It  is  funded  by  USAID 
and  involves  the  cooperation  of  ICD  and  USDA's  Agricultural 
Research  Service  and  several  U.S.  agricultural  universities.  These 
projects  will  improve  the  agricultural  research  system  in  Egypt, 
providing  Egyptian  farmers  with  appropriate  technology  and  a 
supportive  policy  environment  in  which  to  apply  that  technology. 

Another  of  ICD's  program  divisions  is  the  Food  Industries 
Division.  It's  programs  directly  emphasize  and  promote  human 
resource  and  economic  development  through  its  professional 
development  program,  Cochran  Fellowship  Program,  and  trade 
and  investment  programs.  The  Food  Industries  Division's  activities 
focus  on  the  non-farm  industries  related  to  the  food  arfd"  fiber 
system,  namely  fertilizer,  feed,  seed,  and  equipment;  food 
processing,  packaging,  wholesaling  and  retailing;  and  wood,  fiber 
and  other  product  processing  and  distribution  businesses. 

The  divisions  technical  cooperation  efforts  are  best  reflected 
through  its  Cochran  Fellowship  Program  (CFP) .  This  program  assists 
participating  countries  in  developing  the  agricultural  systems 
necessary  to  meet  their  food  needs  and  to  strengthen  and  enhance 
their  linkages  with  U.S.  agricultural  interests.  Specifically,  the 
Cochran  Fellowship  Program  trains  young  professionals  from  middle- 
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income  countries  and  emerging  democracies  and  exposes  them  to  U.S. 
systems,  goods,  and  services  to  foster  mutual  trade  and  promote 
sustainable  development.  In  fiscal  year  1993,  631  Cochran  Fellows 
from  33  countries  received  training  in  the  United  States  including 
representation  from  11  countries  of  the  Newly  Independent  States  of 
the  Former  Soviet  Union.  Fellows  from  both  the  public  and  private 
sectors  of  their  respective  countries  participated  in  training 
programs  ranging  from  phytosanitary  and  food  safety  controls,  to 
livestock  genetics,  agribusiness  management,  grain  marketing, 
agricultural  policy  and  trade. 

Finally,  let  me  move  on  to  describe  the  work  of  the  fourth  and 
last  of  our  program  divisions,  the  International  Organization's 
Affairs  Division.  This  division  is  funded  entirely  through 
appropriated  funds.  It  acts  as  the  Department's  liaison  with 
international  organizations  and  consultative  committees  concerned 
with  global  food  and  agriculture  and  the  environment.  These 
organizations  include  the  Organization  for  Economic  Cooperation  and 
Development,  the  Food  and  Agricultural  Organization  of  the  United 
Nations,  the  World  Food  Program,  the  U.N.  Economic  Commissions,  and 
the  Inter-American  Institute  for  Cooperation  in  Agriculture.  All 
told,  we  are  actively  involved  with  about  30  different 
international  organizations  whose  agendas  can  have  an  impact  on 
U.S.  agriculture. 

Maintaining   a   strong   U.S.   presence   in   these   type   of 
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international  organizations,  many  of  which  now  have  major  efforts 
focused  on  the  environment  and  sustainable  development,  helps 
ensure  that  U.S.  views  are  known  and  responded  to.  This 
representation  can  have  far-reaching  consequences  for  the  economic, 
political,  and  diplomatic  interests  of  the  United  States. 

In  closing,  Mr.  Chairman,  to  summarize  what  I  said  earlier, 
ICD  draws  upon  the  resources  of  the  USDA's  agencies,  the  U.S.  land- 
grant  university  system,  other  federal  agencies,  the  private 
sector,  and  in-house  expertise  to  provide  programs  and  projects 
that  address  the  challenges  of  achieving  more  sustainable 
agricultural  systems.  It  is  this  working  relationship  with  these 
institutions  that  provides  the  key  link  that  enables  us  to  carry 
out  effective  sustainable  development  programs. 

Our  ability  to  draw  upon  the  knowledge  of  the  Department's 
agencies  enables  us  to  respond  to  the  challenges  of  sustainable 
agricultural  concerns  through  the  experience  of  approximately 
100,000  talented  and  experienced  scientists,  technicians, 
administrators,  managers,  and  administrative  personnel  contributing 
to  the  stewardship  of  agricultural  and  forest  lands  throughout  the 
developing  world.  This  group  of  people  actively  manage  forest  and 
agricultural  land,  provide  outstanding  research  and  extension 
services,  develop  and  implement  government  policy,  and  have  over  50 
years  of  experience  providing  technical  assistance  to  the  less 
developed  countries  of  the  world. 
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Also,  with  the  expert  knowledge  of  our  in-house  staff  which 
includes  over  40  former  Peace  Corps  volunteers,  we  at  ICD 
understand  the  relevant  connection  sustainability  plays  in 
developing  potential.  We  well  recognize  that  the  world  is  a 
"global  village"  whether  viewed  from  the  perspective  of  trade, 
nutrition  and  health,  or  the  environment.  ICD  is  proud  of  the  role 
it  plays  in  helping  both  U.S.  agriculture  and  the  global  village 
preserve  and  strengthen  a  vital  agricultural  sector.  We  continue 
to  be  USDA's  window  to  the  world  and  provide  a  unique  service  in 
the  Department  for  U.S.  farmers  and  their  neighbors  worldwide. 

Mr.  Chairman,  that  concludes  my  oral  statement,  and  I  would  be 
happy  to  answer  any  questions  you  may  have. 
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Presented  to 

Foreign  Agriculture  and  Hunger  Subcooaittee 

Counittee  on  Agriculture 

U.S.  House  of  Representatives 

After  they  becaae  denocracies  and  privatized  their  econoBies, 
scores  of  developing  countries  around  the  tiorld  are  now  following 
up  with  the  revolutionary  changes  in  a  wide  range  of  policy  areas 
to  get  better,  nore  economical  food  for  millions  of  their  citizens. 
As  this  phenomena  leads  to  improved  diets  and  health,  it  also 
creates  thousands  of  jobs  and  strengthens  economies  in  the 
countries  involved. 

Such  an  approach  symbolizes  the  powerful  influence  of  recent 
advancements  in  agriculture  that  are  shaping  today's  rapidly 
growing  global  food  economy  . . .  advancements  largely  pioneered  in 
America  which  have  resulted  in  new  systems  that  made  food  in  the 
U.S.  a  better  bargain  than  in  any  other  country  of  the  %forld.  In 
the  U.S.,  for  example,  only  10  percent  of  the  average  person's 
income  is  now  spent  for  food.  This  compares  with  18  percent  for 
Japan,  29  percent  for  Thailand,  31  percent  for  Mexico,  or  48 
percent  for  China. 

Enlightened  public  policies  can  help  create  a  favorable 
business  environment,  but  unless  obsolete  farming  methods  of  the 
past  are  overcome,  these  new  public  policies  alone  are  not  enough 
to  foster  the  development  of  modem  high  tech,  and  capital 
intensive  food  systems  requiring  skilled  management.  Such  systefms 
do  create  better  food  at  bargain  prices  as  illustrated  by  one 
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pioneered  in  America  ...  broiler  chickens.  In  constant  1967 
dollars,  this  system  reduced  the  retail  price  of  chicken  from  70 
cents  a  pound  in  1955  to  20  cents  in  1990.  Because  of  this 
achievement,  broilers  have  been  widely  acclaimed  as  the  world's 
most  advanced  food  system,  and  this  system  has  become  the  pace 
setter  for  structural  changes  in  agriculture  around  the  globe. 

To  operate  successfully,  modern  food  systems  often  require 
products  and/or  services  from  other  countries,  such  as  fish  meal, 
machinery,  equipment  or  agricultural  chemicals,  plus  a  wide  range 
of  services  in  the  areas  of  management  and  advanced  technology  and 
finance.  Japan,  for  example,  last  year  purchased  almost  $2.5 
billion  of  corn  and  soybeans  from  the  U.S.  primarily  for  use  in 
feeds  needed  to  operate  their  modern  systems  of  animal  protein 
conversion.  Consequently,  the  international  interdependence  of 
successful  modern  food  systems  has  opened  up  an  important,  rapidly 
growing  new  dimension  to  U.S.  and  world  trade.  A  huge,  highly 
competitive  multi-billion  dollar  export  market  is  resulting  in 
^'■''^lll^'d^  the  U.S.  today  is  unfortunately  fighting  a  losing  battle  in 
all  too  many  parts  of  the  vrorld. 

True,  the  U.S.  is  recognized  as  the  foremost  leader  in  the 
development  of  modern  food  systems.  But,  it  is  also  true  that  most 
of  the  advanced  technology  required  for  their  success  is  in  the 
open  literature,  and  therefore  is  readily  available  to  those  in 
other  countries.  In  addition,  foreigners  Can  import  or  manufacture 
for  themselves  a  wide  range  of  products  to  gain  further 
efficiencies. 

With  this  in  mind,  when  modem  food  systems  first  began  to 
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energe  in  other  countries,  they  were  built  "piece  neal**  over  a 
period  of  several  years.  This  evolution  was  brought  about  by 
purchases  ranging  from  better  breeding  stock  and  aninal  health 
products  to  automated  feed  mills.  Salesmen  for  such  inputs  were 
then  on-  the  Cutting  edge  of  changes  that  eventually  led  to  the 
development  of  a  complete  system  in  which  various  functions  were 
united  vinder  a  single  profit  center. 

After  these  new  systems  were  a  reality,  the  "turn  key" 
approach  then  became  necessary  to  enable  systems  developed  later  to 
compete  successfully.  To  get  the  capital  needed  to  implement  these 
"turn  key"  operations,  a  bankable  and  professionally  prepared 
feasibility  study  was  required.  As  a  result,  all  too  many  of  the 
traditional  but  fragmented  U.S.  export  strategies  became 
antiquated,  and  no  longer  were  as  effective  as  in  former  years. 
Unfortunately,  even  yet  such  strategies  have  not  been  adequately 
updated  to  reflect  export  market  changes  in  the  rapidly  growing 
global  food  economy.  That's  why  the  U.S.  is  now  getting  clobbered 
by  its  foreign  competition! 

How  can  this  situation  be  corrected?  The  first  step  is  to 
recognize  that  modern  food  systems  abroad  are  under  the  management 
of  a  new,  well  educated,  highly  skilled  group  of  decision  makers 
who  often  team  up  in  joint  ventures  with  expatriate  counterparts  to 
gain  access  to  foreign  capital,  the  latest  technology,  and/or 
experienced  management.  Such  joint  venture  management  then  decides 
irtiere  and  from  i^om  to  purchase  imports  needed  to  assure  profitable 
operations.  If  a  U.S.  partner  is  engaged  in  the  joint  venture, 
then  imports  from  the  U.S.  logically  follow.   On  the  other  hand. 
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the  U.S.  can  expect  to  lose,  if  the  joint  venture  partner  is  a 
competitor  from  another  country.  Consequently,  the  formation  of 
modem  food  systems  tends  to  establish  long  term  relationships  that 
can  lead  to  hundreds  of  millions  of  dollars  in  future  export  trade. 
For  better  or  worse,  this  trade  pattern  promises  to  greatly  affect 
the  ability  of  the  U.S.  to  compete  for  exports  in  the  years  ahead. 

With  stakes  so  high,  many  foreign  governments  already  are 
seizing  this  opportunity  to  expand  export  sales  by  providing  public 
funds  for  their  own  agribusiness  interests  to  join  in  a  private- 
public  partnership  to  gain  an  initial  competitive  advantage  in 
forming  joint  ventures  for  developing  modem  food  systems  in 
emerging  democracies. 

However,  such  competition  can  be  and  was  effectively  offset, 
utilizing  a  pilot  program  for  agribusiness  development  in  emerging 
democracies,  which  was  sponsored  by  ASAC  International  and  financed 
in  part  by  federal  grants.  This  program  was  built  around  a  three- 
step  concept  —  (1)  professionally  evaluate  the  country's  business 
environment,  (2)  utilize  experienced  experts  to  identify  promising 
opportunities  for  agribusiness  systems  and  document  their  potential 
profitability,  and  (3)  market  these  opportunities  to  U.S. 
entrepreneurs  and  potential  investors. 

The  multiplier  effect  of  federal  dollars  invested  in  this 
program  resulted  in  $50  to  $100  in  exports  for  each  federal  dollar 
spent  ...  a  performance  apparently  unmatched  by  that  of  any  other 
U.S.  export  promotion  program.  In  past  years  subsidized  loans  for 
U.S.  grain  produced  only  $1.50  in  exports  for  each  federal  dollar 
spent. 
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Clearly,  the  outstanding  effectiveness  of  utilizing  the  recent 
evolution  in  development  of  nodern  food  systems  to  expand  exports 
is  now  well  documented.  Even  though  foreign  competitors  are 
placing  a  high  priority  on  this  opportunity  to  step  up  their  own 
exports,  modem  food  systems  are  still  in  the  embryonic  stage 
throughout  much  of  the  developing  world.  But,  this  window  of 
opportunity  is  only  temporary  and  the  time  for  the  U.S.  to  act  is 
now! 

To  enable  the  U.S.  to  move  forward  rapidly  with  an  urgently 
needed,  greatly  strengthened  public-private  partnership  to  foster 
the  development  of  modern  food  systems  in  emerging  democracies,  and 
thereby  greatly  expand  U.S.  exports,  we  recommend  Congress  provide 
funds  for  a  major  expansion  of  the  pilot  program  described.  Such 
a  program  should  be  under  the  direct  management  of  a  private  non- 
profit organization  that  is  qualified  by  experience  to  promote  U.S. 
exports  by  encouraging  private  sector  investment  in  and  the 
development  of  modern  food  systems  in  emerging  democracies. 

By  enabling  the  U.S.  private  sector  to  meet  its  foreign 

competition  on  more  equal  terms  in  efforts  to  successfully  compete 

for  participation  in  the  development  of  modern  food  systems  abroad, 

not  only  %K>uld  the  U.S.  have  an  opportunity  to  gain  from  50  to  100 

export  dollars  for  each  federal  dollar  spent,  but  such  exports 

should  then  result  in  the  creation  of  thousands  of  new  jobs,  and 

greatly  strengthen  the  U.S.  economy. 

*  ASAC  International  represents  over  100  U.S.  private 
professional  consultants  who  each  year  serve  clients  in  over 
60  countries  throughout  the  world. 

March  11,  1994 
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Testimony  of  Secretary  Robert  L.  Walker 

Before  the  House  Committee  on  Agriculture 

Subcommittee  on  Foreign  Agriculture  and  Hunger 

AID  and  the  States 

March  2,  1994,  9:30  a.m. 


Good  Morning. 

Chairman  Penny  and  Members  of  the  Committee.   Thank  you  very  much  for  giving  me  the 
opportunity  to  appear  before  you  this  morning  to  briefly  discuss  the  U.S.  Agency  for 
International  Development  (AID).   I  want  to  commend  you  again,  Mr.  Chairman,  for  your 
oustanding  leadership  in  focusing  on  timely  issues  important  to  our  national  interest  and  in 
giving  state  govermenU  an  opportunity  to  address  these  significant  issues. 

I  come  from  a  state  that  is  heavily  involved  in  developing  international  contacts, 
cooperative  agreements,  exchange  programs,  and  market  openings  for  our  agriculture 
industry.   We  strongly  believe  that  AID  should  more  actively  involve  state  governments  as 
potential  recipients  or  distributors  of  AID  funding. 

State  governments  can  creat  public/private  consortia  involving  higher  education 
institutions  and  the  non-profit  and  volunteer  sectors.   More  direct  access  and  participation 
of  the  states  in  the  AID  program  could  provide  much  broader  and  more  coordinated 
technical  assistance  In  the  short  term  while  providing  strategic  business  opportunities  in 
the  long  run. 

As  the  present  system  operates,  only  a  small  number  of  seasoned  contractors  or 
well-connected  organizations  obtcun  most  of  the  AID  funded  assistance.   By  encouraging 
the  participation  of  state  government  organizations,  the  potential  is  greater  that  the 
funds  will  be  spread  to  a  broader  pool  of  recipients. 

In  short,  we  in  Maryland  believe  that  the  states  could  provide  more  broadly  based,  more 
diverse  and  better  coordinated  assistance.  The  beneficiaries  of  funding  abroad  would  see 
an  expansion  of  assistance  across  the  region  and  across  a  range  of  agricultural, 
educational  and  industrial  endeavors.  This  would  be  a  significant  improvement  over  the 
highly  disparate  and  localized  funding  that,  it  seems  to  me,  characterizes  the  present 
system. 
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I  also  believe  that  the  involvement  of  the  states  would  have  an  extremely  positive  impact 
on  Job  creation.   A  coordinated  effort  on  the  state  level  involves  more  than  one  company 
or  the  research  facilities  of  one  imiversity  department.  Talented  and  dedicated  people 
across  the  spectrtmi  of  both  the  public  and  the  [M-ivate  sector  can  devote  their  energy  to 
the  creation  of  markets,  infrastructure,  communications  systems,  agricultural  produce  and 
memufacturing  capability.   All  of  these  efforts  translate  directly  into  jobs  for  the 
domestic  economy, 

I  have  personally  been  involved  in  helping  Maryland  food  companies  become  involved,  for 
the  first  time  ever,  in  the  international  marketplace.   There  is  no  question  in  my  mind 
that  the  experience  gained  from  participation  in  intemationcd  projects  with  AID  funding  -- 
in  providing  technical  assistance  --  would  help  U.S.  companies  in  developing  the  knowledge 
necessary  to  compete  effectively  in  the  complex  and  highly  competitive  world  market. 

As  all  of  you  are  aware,  our  states  are  comparable  in  size  and  character  to  many  regions 
of  the  world  that  receive  AID  funding.   For  example,  in  an  area  of  the  world  I  am  most 
familiar  with  -•  the  former  USSR  --  many  of  our  states  are  ideally  suited  to  develop  close 
working  relationships  with  these  emerging  republics  and  regions  within  these  now 
independent  nations. 

In  Maryland,  we  already  have  in  place  in  the  agriculture  sector,  cooperative  agreements 
that  provide  a  framework  for  assistance  and  we  are  working  with  these  regions,  albeit 
with  limited  resources.   Much  more  could  be  done  if  AID  would  view  state  governments  as 
partners  in  economic  development  and  technical  assistance  around  the  world. 

In  conclusion,  I  believe  that  the  states  would  make  an  ideal  conduit  for  AID  funds.   For 
example,  if  $40  million  were  set  aside  specifically  for  the  states  to  compete  for,  1  think 
you  would  see  significant  and  wide-reaching  positive  results. 

In  addition,  actively  involving  governors  and  state  governments  in  the  AID  technical 
assistance  programs  can  build  political  and  popular  support  for  AID's  funding  needs.   It 
also  can  bring  close  to  home  the  benefits  to  our  U.S.  and  state  economies  of  such  foreign 
assistance  in  a  most  visible  and  positive  way. 
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The  states  have  a  role  to  play  internationally.  States  can  encourage  and  coordinate 
cooperative  projects  with  other  nations  unimaginable  under  the  present  system. 

Again,  thank  you  for  giving  me  the  opportunity  to  appear  before  you  today.  If  you  have 
any  questions,  I  would  be  happy  to  answer  them  at  this  time. 
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